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PREFACE TO THE SE.COND EDITION 

In preparing a revised edition, which in general character is the same 
as the first edition, there have been two specific purposes. The first was to 
bring the history up to date by adding a chapter on the Second World War, 
since the reactions of that war on the national economy were momentous 
and must be understood in order to comprehend many of the economic 
problems that the country will face for some years to come. The second 
was to meet a quite frequently expressed desire for a somewhat shorter 
text. To condense and at the same time maintain the proper balance, it 
was necessary to re-write every chapter but the second. Elimination has 
been limited to the less important details. Advantage has been taken of the 
chance to incorporate corrections, additions, and changes based on the 
suggestions of others, personal research, and literature published since the 
first edition appeared. Though the general revision was completed in the 
spring of 1947, some delay in publication has made it possible to bring the 
history down to the middle of 1948. 

Chester Whitney Wright 

Chicago, III. 

July , 1948 
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PREFACE TO THE FIRST EDITION 


Of the more general objectives to be served by the study of a nation’s 
economic history, which are discussed in the introductory chapter, there 
are two that have largely dominated the writings of those who have under- 
taken to present a historical account of a country’s economic development. 
This is responsible for the fact that the writing of such history has com- 
monly been undertaken by two groups, each approaching the subject with 
a primary interest in one or the other of these objectives and with a different 
background of general training. 

One group, consisting chiefly of political historians who have come to 
recognize the important part played by economic conditions and interests 
in shaping history, has had as its primary objective the wish to provide 
the economic background that was deemed necessary for explaining and 
interpreting political or social history. In such cases, although the economic 
consequences of the historical developments are not ignored, they tend to 
take a secondary place and there is apt to be little effort at economic 
analysis for the purpose of explaining those developments or trying to find 
out what can be learned from them to promote economic progress in the 
future. 

The second group is made up of economists whose primary objective 
is to study the historical development of the economic life of a country for 
the purpose of analyzing and understanding the forces and conditions that 
have been responsible for the successes or failures in the efforts of the 
people to raise their standard of living, to increase the economic strength 
of the nation, and so to promote its survival in the international struggle 
for existence. The economist clearly recognizes that economic goods and 
services are only means to the more ultimate ends set up as its objectives 
by any civilization. But as long as those objectives require an increasing 
amount of economic goods and services for their support, the economists* 
chief service in promoting the attainment of these ultimate objectives is 
to suggest what can be learned from the past that will further the efforts 
to obtain a more efficiently functioning economic order. 

The approach to the study of economic history that dominates the 
presentation of the subject in this volume is that of the economist whose 
immediate and primary function is to study the production and distribu- 
tion of wealth with the objective of learning how the nation’s economic 
progress can be promoted and its standard of living advanced. It can be 
called the functional approach to economic history. Although the narra- 
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live should provide such knowledge of the general background of economic 
history as is needed for most purposes in the interpretation of political 
history, and has frequently been turned aside to indicate the reactions 
thus involved, this has been a secondary rather than a primary considera- 
tion in the selection and organization of the material. Some material has 
been included because it served certain of the other objectives mentioned 
in the introductory chapter, though for the most part these objectives are 
served also by the material primarily of significance in relation to the 
major objective. 

Among the topics often omitted or receiving scant notice in similar 
volumes, the author has devoted special attention to the economic prob- 
lems of war as exemplified in our four greatest wars, in the belief that the 
record shows much that had not been learned from sad experience and 
that the need for learning is urgent. Since the nation did not live m eco- 
nomic isolation and economic developments in the rest of the world were 
an important factor in shaping its economic g^o\^ Ih, ns well as one often 
overlooked, a summary survey of the most significant has hcie been 
attempted. The rise of modern capitalistic industry (about which some 
accounts tend to center) being only one factor in the problem, however 
important, the author has sought to make the narrative and analysis 
broad enough to provide a well-rounded picture of the various segments 
and general structure of the whole American economy during the different 
stages of its development. He has tried to give somewhat more attention 
to the reaction of noneconomic factors on the country’s economic develop- 
ment than most; but this is an endlessly ramifying subject and between 
limitations of space and of vision the result falls much short of what might 
be desired. 

The most serious gap is the lack of any real account of the developments 
in the physical and biological sciences and their applications, a factor of 
the utmost importance, as the subsequent analysis indicates, but entirely 
beyond the possibility of adequate treatment here. Since the elfort to 
promote the economic well-being of the people has been made the central 
theme and unifying problem of the book, it is evident that the success 
achieved could be made clear only by an account of the advance in the 
standard of living. Hence, despite the meager data and lack of investigation 
in this topic, the author has been venturesome enough to attempt a sum- 
mary — all the more essential since so few seem to realize the actual char- 
acter of the gains that have been made. 

Facts are the basis upon which the structure of history must be founded, 
even though their number may sometimes appall the reader. From the 
scientific point of view one of the fortunate characteristics of the facts of 
economic history is that so many are susceptible to statistical measurement 
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and a growing number have been so measured. This fortunate circum- 
stance should be taken advantage of. Convinced that such quantity meas- 
urements are essential for an accurate evaluation of many data, the author 
has not hesitated to use considerable statistical material ; though as far as 
seemed feasible he has substituted graphs for tables much more extensively 
than has been customary and, but for limitations of space, would have 
employed many more. Long experience has shown that graphs provide by 
far the easiest and most effective means for impressing upon a reader the 
important points in a statistical series. 

Statistics have generally been given in approximate round numbers and, 
except where it seemed important for the purpose in hand, the author has 
not taken the great space that would be required to point out possible 
sources of error in their use. This will explain some of the apparent incon- 
sistencies in the data presented; and it must always be remembered that 
the handling of statistical data is a treacherous undertaking. In view of 
its great current importance and value, the history of the period since 
1860, and especially that since 1911, has been given in much more detail 
than that of the earlier periods. 

Although facts are the basis of history, the history that ends with their 
mere narration is largely sterile. To give the facts significance and value 
their relationship to some human problem of importance must be made 
clear. This book endeavors to do so by making the struggle of the American 
people to raise their standard of living the central and unifying problem 
of this history and by pointing out, especially in the introductory chapter, 
the relationship of the mass of the factual material to this problem. Yet 
the full value of the facts — their value for the purpose of future guidance 
in both individual and social action — is attained only as the events and 
developments covered by the facts are interpreted and explained, and as 
the influence of the various factors that determine economic progress is 
made clear. Therefore, throughout, the book seeks above all to stress the 
analysis of the causes chiefly responsible for the results obtained by the 
American -people in their attack on this fundamental economic problem. 

A personal mastery of the huge mass of material that should be covered 
for such a history is far beyond the limitations of a single lifetime. Eco- 
nomic history requires a far wider range of knowledge than any other 
branch of economic research. Ideally the economic historian should possess 
most of the knowledge of a large and well-rounded Department of Eco- 
nomics, to say nothing of the desirable knowledge in the related social 
sciences. The impossibility of covering such a wide field must be the main 
excuse for such shortcomings as his work may disclose. The author’s in- 
debtedness throughout to the work of others will be patent to those familiar 
with the literature; and, though this is seldom indicated in footnote refer- 
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ences, the most used of these sources will be found listed in the bibliog- 
raphy. The greater portion of what might be claimed as original contri- 
bution consists in the selection and organization of the material presented 
and in its interpretation and analysis. In covering so wide a field the author 
cannot hope to have escaped errors of fact and he has not hesitated to 
express views on matters of opinion with which others may well disagree. 

For encouragement and efforts to facilitate the writing of this book in 
its earlier stages the author is chiefly indebted to his former colleague, 
Dean L. C. Marshall. Of great benefit have been the suggestions of Prof. 
M. W. Jemegan, who read Chaps. IV-XII inclusive; those of Prof. Jacob 
Viner, who read Chap. XLIII; and those of Dr. F. H. Harbison, who read 
Chap. XXXVI. The responsibility for the views expressed therein is 
entirely the author’s. Other colleagues have kindly helped on varioiis 
points. Several National Youth Administration students have asjrisled in 
the typing of the manuscript and the preparation of charts. 

For the kind permission to use certain statistical material find to repro- 
duce a number of maps and charts the author is indebted to sev<*ral s jurces. 
The American Geographical Society consented to the use of several maps 
taken from the “Atlas of the Historical Geography of the United States,” 
which it published in cooperation with the Carnegie Institution of Wash- 
ington. The use of statistical data and several charts, mainly drawn from 
its “Studies in Enterprise and Social Progress,” was granted by the National 
Industrial Conference Board. For the use of the map of canals the author 
is indebted to the Carnegie Institution of Washington, for the chart on 
distribution to the Twentieth Century Fund, for the chart on division of 
income among major claimants to the Brookings Institution, and for the 
chart on the labor supply to the Committee on Social Security of the Social 
Science Research Council. 

Chester Whitney Wright 

Chicago, III. 

November, 1940 
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EDITOR’S FOREWORD 

In “Economic History of the United States,” Professor Wright presents 
in a single volume a comprehensive and definitive treatment of the develop- 
ment of our national economic life. It is based upon careful and exhaustive 
research and has been tested for many years in classroom presentation at 
the University of Chicago. 

Professor Wright traces the economic progress and achievements of the 
nation from the background and environment of the colonial period, in 
which it had its birth, through the Second World War and up to the middle 
of 1948. As would be expected, while he adequately treats the earlier 
economic history of the nation, he devotes his major attention to develop- 
ments since the Civil War. His treatment provides an excellent chrono- 
logical perspective of the main events affecting our national life from its 
foundation down to date. He likewise gives a penetrating analysis of some 
of our broader social and economic problems, such as traiisportation and 
communication; agriculture and other exiractive industries; manufacturing; 
labor; domestic and foreign commerce; money, banking, and financial 
institutions; the government and economic life; and the national standard 
of living. Of particular interest are his careful analysis of the deyiression of 
1929 and his objective evaluation of the exy)erimentation of the New Deal 
in the period from 1933 to 1910. The author has brought to bear upon his 
materials the critical eye of a careful historian and a sound economist. 

Needless to say. Professor Wright’s treatise is indispensable to instructors 
engaged in the teaching of economics in colleges and universities. It is 
equally important to those engaged in the teaching of history. Schools of 
business, which have not placed the emy)hasis they should have uj)on the 
development of our national economic life, will find in this treatise a care- 
ful analysis of major movements affecting private business and the develop- 
ment of business institutions. 

Business executives who are anxious — and rightly so — concerning the 
future of private business will find here an excellent basis for understanding 
and evaluating |:)re.sent-day trends in the changing relation between govern- 
ment and economic life. 

“Economic History of the United States” is a volume in the series of 
Business and Economics Publications, which is sponsored by the University 
of Chicago Press and the McGraw-Hill Book Company, Tnc., in coopera- 
tion. The fact that there are many other series in this field of study calls 
for a brief word of explanation. 
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During recent years programs of study of departments of economics 
and the curricula of schools of business have been undergoing fundamental 
changes. In departments of economics increasing emphasis is being laid 
upon the practical aspects of the problems with which those departments 
deal. In schools of business more emphasis than hitherto is being placed 
upon the theoretical background of their problems. Meanwhile business 
itself is undergoing profound changes. Government more and more inter- 
venes in business. In these circumstances there is an increasing demand for 
studies which are prepared with these trends in mind. 

The various titles in the series of Business and Economics Publications, 
in so far as there is need, emphasize the changing relation between govern- 
ment and economic life. Whether one agrees or disagrees with the Hood of 
legislation that has swept over the nation during fifty years or more, the 
fact is that the legislation is here and that business must make its adjust- 
ments to it. Although much of this legislation may be revised as time goes 
on and some of it may be repealed in its entirely, it is safe to predict that 
the major portion of it will continue as a part of our national social policy. 
Students in the social sciences as well as businessmen should have an 
appreciation of the new standards of business conduct and the new adminis- 
trative machinery which the government has set up, the operations of 
which profoundly condition modern business management. 

Professor Wright’s treatise is presented with the conviction that it 
recognizes the various trends to which reference has been made and repre- 
sents the best in the tradition of scholarly research and writing. 

William H. Spencer 

Chicago, III. 

July, 1948 





Part I . 

THE COLONIAL PERIOD 


Chapter I 

INTRODUCTION: THE CHARACTER AND 
OBJECTIVES OF ECONOMIC HISTORY 


The Character of Economic History, The study of history dates back 
to very early times and for many centuries was chiefly concerned with 
political events. The study of economic history, however, is of compara- 
tively recent development; in fact it is only within the past century that 
it began to attract the serious attention of many scholars and it is only 
within the past half century that coiurses in this subject came to be a 
common feature in the curricula of educational institutions. This prompts 
us at the very outset to inquire as to the particular character of economic 
as distinct from other branches of history and as to the specific objectives 
to be served by such a study. This is important because it is only as one 
is perfectly clear concerning these points that he will understand the rela- 
tive significance of the large mass of detailed facts presented in the narrative 
that follows or appreciate the broader and mast vital aspects of the prob- 
lems with which this narrative is concerned. 

Economics or political economy has been defined as the science dealing 
with the activities of man in the processes of producing and distributing 
economic goods or getting a living. As it deals with the activities of men, 
both individually and collectively, it is a social science as distinguished from 
a natural science. The economic history of the United States, therefore, 
seeks to describe and to explain the methods and processes by which the 
people of this country have endeavored during the different stages of the 
country’s development to supply their economic wants or get a living. Since 
the people were always striving, either as individuals or through group or 
governmental action, to devise better or more economical means for the 
production and distribution of economic goods and services so as to raise 
their standard of living, there was a constant change in the methods and 
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devices used and in the instiliitional framework of the economic order. Thus 
economic history deals with an evolutionary process directed toward the 
securing of an ever more efficiently functioning economic order. 

We must first of all understand why it is so vitally important for society 
that this endeavor to supply our economic wants — to get a living — should 
be carried on in an efficient manner. It goes back to the fact that nature — 
our physical environment — does not freely provide enough things to satisfy 
man’s wants. “In the sweat of thy brow shall thou eat bread,” the old 
Biblical phrase summarizes it; we must work for a living, even for our daily 
bread. For most of the human race this necessity for getting a living, owing 
to the lack of hannony between man’s wants and the conditions of nature, 
is the ever-present and most absorbing problem of their lives and to it 
they have to devote most of their time and energy. Therefore anything that 
will lighten the burden of this work and provide more leisure for the enjoy- 
ment of life is of the greatest importance for human welfare. 

One way by which this lack of harmony between man’s wants and his 
physical environment can be in part overcome is to reduce the number of 
wants dependent upon scarce goods and services for their salisfaction. 
After all it is possible to maintain existence with but a small fraction of 
the economic goods and .services that the average American consumes 
today. Such being the case, the advocates of the simple life, the ascetics, 
the Buddhists, those who believed that the original spirit of Christianity 
was opposed to seeking after worldly goods, insisted that man should 
abandon most of these unnecessary wants. They pointed out that a large 
proportion of the crimes, the wars, and other evils in the world was caused 
by this struggle to acquire material things. They urged that man, il once 
freed from the desire for most unnecessary material things, would find a 
higher joy and more enduring satisfactions in thought and contemplation — 
in a life more completely devoted to the things of the spirit. 

The other way by which the problem can be attacked is to set to work 
and adapt our environment so that it will better supply our wants. This 
can be done by studying the resources in that environment and by learning 
the laws of nature. With such knowledge man can make far more use of the 
resources and forces of nature and so better adapt his environment to meet 
his wants. Essentially this is a process of cooperation between man and 
nature, but it is also furthered by cooperation between man and man wher- 
ever man does not lead the isolated life of a Robinson Crusoe. The life of 
primitive tribes illustrates the minimum of cooperation between man and 
his environment. As will be described in the next chapter, it was because 
the Indians in this country at al)out the time of Columbus knew so little 
about how to use the resources of their environment that it was impossible 
for them to provide even a wretched living for as many as a million [leople. 
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Today I he same region supports over 145 million people enjoying the high- 
est standard of living the world has ever known. By what means that 
achievement was attained is the main problem in the study of our economic 
history. As the subsequent narrative will'show, man’s success in learning 
how to cooperate more effectively with nature was the most important 
factor in the outcome. 

Of the two ways for trying to solve the problem created by the lack of 
adjustment between man’s wants and his natural environment, it is the 
latter — that of seeking a more effective cooperation between man and 
nature and man and man — which most of the world, especially that of our 
Western civilizalion, has (chosen to adopt. The ideal of the simple life with 
wants dependent upon material goixls reduced to the minimum has ap- 
pealed to very few; the rest have chosen what they believed would prove a 
more active, a fuller, and a richer life with ever-expanding wants, most of 
which depended upon an ever-increasing supply of economic goods and 
services for their satisfaction. Whether this choice was right or wrong is a 
question concerning which there may be endless dispute, for the answer will 
depend upon one’s philosophy of life, and that the economist must leave to 
be determined by the philcKsopher or the theologian. But the result of this 
choice was to make the study of economics and economic history vastly 
more important for the attainment of the objective's that man chose as his 
ideal. 

Tt is often claimed that the result of this choice has been to make this a 
materialistic age. Americans in particular, it is charged, give far too much 
of their time to the pursuit of the almighty dollar and do not know^ how to 
use their money w isely when they get it, as is often illustrated by the newly 
rich. Similarly, some people are inclined to look down upon the study of 
economic life and activities as being concerned only with low materialistic 
objectives. It is of course true that the immediate objective of this study 
is a more abundant supplying of man’s economic w^ants. However, nobody 
claims that economic goods are ever an end in themselves, unless the case 
of the miser is considered an exception; they are only means to the more 
ultimate ends of life. But whether the means that the economic order 
succeeds in providing to meet these ends are used in ways that promote 
the good life or not depends upon the civilization of the time. 

That man cannot live by bread alone is a principle to which all may 
agree; but neither can man live without bread. It is equally obvious that 
the greater and cheaper the supply of fo(xl the more time and energy will 
be available to man for the pursuit of more cultural activities and the 
development of the higher ideals. The man living in an economic order so 
backward in its development that the most constant work from early 
youth till old age will yield barely enough to supply the absolute necessities 
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of existence has little chance for what we think of as cultural attainments. 
Even in that golden age of ancient Greece, the wonderful achievements of 
which we so much admire, we must not overlook the accompanying degra- 
dation and slavery of the masses or the tribute levied on other peoples. The 
cultural level of a society must be judged by the achievements and the 
well-being of all of its members, not of those of a small group. How to raise 
the great masses to a higher cultural level has been the chief problem con- 
fronting the social order throughout the centuries. But the ideals of culture 
that prevailed, when the simple life made slight appeal, generally required 
ever-increasing economic resources for their development and their attain- 
ment. 

In the first place, economic resources must be sufficiently abundant so 
that man does not have to use all his energy and time to obtain the mere 
necessities of existence. The resulting leisure, it is true, may not be used 
for what are considered the pursuits of the higher culture, but without 
leisure the development of such cultural interests and pursuits is seldom 
possible. Education is basic to social and cultural progress, but it requires 
an ever-increasing amount of time and economic resources for its pursuit. 
The church and its activities, despite the worldly sacrifices that may be 
made by those who enter its service, cannot be carried on without vast 
economic resources. The fine arts — music, literature, the drama, painting, 
architecture, and sculpture — all require leisure to develop either an appre- 
ciation of them or the ability to pursue them, and require economic re- 
sources for their maintenance. Nor should we overlook in this enumeration 
the more indirect but most vital contribution to the higher life, to say 
nothing of general well-being, that is made by better provision for the more 
purely physical needs of man. How essential for the attainment of the best 
in life is the mens sana in cor pore sano should need no elaboration. It is for 
this reason that the progress in medical sciences and medical care, together 
with the expanded opportunities for releucation, amusement, or physical 
exercise, which have resulted in such a phenomenal decrease in human 
suffering and prolongation of human life during the past half century, is so 
important. Yet this could not have been obtained except for the wealth 
made available for scientific research and medical care. Even today the 
United States, the richest country in the world, seems to lack the wealth 
needed to apply fully in adequate medical care much of the knowledge 
already possessed. In a similar indirect manner, innumerable other advances 
made in providing for man’s physical needs, such as the improvements in 
the home or in transportation and communication facilities, may be con- 
sidered as contributing to cultural progress. 

It is thus obvious that economics and economic history, though immedi- 
ately concerned with what are considered materialistic ends — the more 
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abundant provision of goods and services — are studies that are absolutely 
essential for promoting the more ultimate ends set up as our ideal of the 
good life. General culture, as judged by Western civilization, is most wide- 
spread among the people in those countries which have attained the highest 
economic development. It may well be true that individuals or nations that 
have met with marked success in the accumulation of wealth do not always 
possess the knowledge or the ideals which result in their using that wealth 
in ways that yield the highest and most enduring satisfactions of life. 
After all, it requires leisure time, education, and training, which in turn 
require economic resources, for people to develop a proper sense of the 
real and permanent values of life. To ensure the development of such ideals 
is the task of the philosophers and the theologians, but both the develop- 
ment and the attainment of the ideals adopted by Western civilization 
depend very largely on the means made available by increasing the effi- 
ciency of the economic order. Moreover, even if the ideals chosen were those 
of the simple life and if material wants were reduced to the bare necessities 
for existence, it would still iye true that an efficient economic order was very 
important, even if less vital, for the attainment of those ideals. Whatever 
man’s ideals, there is no escape from the economic problem. To the extent 
that that problem can be made easier, the fulfillment of those ideals can be 
promoted. How the American people strove to meet that problem and thus 
raise their standard of living is the primary question with which the economic 
history of the United States is concerned. 

Economic History and the S€>cial Process. The economic order and 
its evolution, with which economic history deals, is not, it must be empha- 
sized, an isolated segment t)f a nation’s life. There are many wants and 
forms of activity other than the economic which go to make up that com- 
plex thing which we call life. All the instincts, the emotions, and the ideals 
that move mankind play a vital part, since they largely shape the ends for 
which the economic order simply strives to provide a portion of the nexjes- 
sary means. Purely economic objectives thus have a subordinate place. 
Religious, aesthetic, political, or moral ideals, not to mention those of a 
lower type, may dictate lines of action involving heavy economic losses, 
to say nothing of occasions when life itself is demanded and cheerfully 
sacrificed for the sake of such ideals. All these other forces react upon the 
economic life of a country just as the economic life in turn reacts upon them. 
Hence the study of the economic history of a nation cannot be completely 
separated into a distinct, airtight compartment independent of the rest 
of the life of the people if all the varied factors that have helped to shape 
its form and activities would be understood. The economic order, however 
important, is but one section of the complex social order; economic history 
deals with but one aspect of the whole social process. That social process 
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is concerned with all the various means — institutional, technological, etc. — 
by which human society in its manifold aspects has endeavored to attain a 
more complete satisfaction of man’s instincts, emotions, wants, and ideals. 
The history of this process is the record of the progress of civilization. 

Though neither the economic nor any other segment of this process can 
be thoroughly explained and understood without some knowledge of the 
whole social order in which it is set and of which it is a part, it is still found 
necessary for purposes of study to concentrate on some one phase or group 
of human activities instead of attempting to cover the whole range of 
man’s endeavors. In this volume, attention is concentrated upon the 
economic phase of the history of American civilization. Yet it will be found 
that there is frequent need for rioting the manner in which noneconomic 
institutions and ideals reacted upon economic history. The influence of 
religious motives will appear on various occasions; the nationalistic ideal 
directed toward the defense or expansion of the country and the agf^randize- 
ment of its power will be found to have exercised momentous reactions on 
the economic life of the people, particularly when it leads to w'^aF; the ideals 
of liberty, freedom, and democracy it will become plain had a widely 
ramifying influence on the evolution of the economic order. Although it 
is impossible within the limits of this volume to describe or explain all 
these other factors which react upon economic development — to do so 
would involve a history of the country’s whole civilization — it is at least 
possible to lessen the dangers arising from the concentration on the eco- 
nomic life by indicating some of the most important of these other influences 
which reacted upon that life and by frankly recognizing that the greater 
portion will have to be omitted and that to this extent the narrative and 
analysis must remain incomplete. 

There is, however, one other phase of the social process which is so 
constantly and vitally bound up with the economic development of the 
country that it must be given considerable attention. This is the govern- 
mental or political phase; it covers the ground commonly dealt with in the 
political histories of the country. The importance of some knowledge of 
that political history as an aid to the understanding of the country’s eco- 
nomic history is due to several reasons. First of all, the very existence of 
anything like the economic order of civilized countries without government 
is impossible; so basic and so all-pervasive are the functions of government 
in economic life that this political institution might almost be thought of 
as an economic institution. These economic functions of government can 
be roughly classified into two groups, one dealing with the regulation and 
control of activities and the other of a more positive type providing goods 
and services. When we consider the endless scope of governmental regula- 
tion, Federal, state, and local, and also the fact that in recent years, even 
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in time of peace, government has come to absorb between an eighth and a 
quarter of the total national income for its purposes, it will be clear why 
this phase of the social process cannot be slighted in any study of economic 
history. In addition, the fact that the group with whose economic develop- 
ment this account is concerned is a political unit — a nation — results in 
political conditions and ideals playing a larger part in the record than might 
otherwise be the case. 

This same intimate relationship between the economic and the political 
phases of the social process provides another reason for giving more atten- 
tion to the political than to other noneconomic aspects of that process. 
This may be considered the converse of the reasons advanced in the pre- 
ceding paragraph, for just as political developments reacted on the eco- 
nomic life of the country so the economic developments reacted on the 
political life; consequently a knowledge of the country’s economic history 
is essential to an understanding of its political history. In the past, history 
as commonly written and taught dealt chiefly with the framework of govern- 
ment and the Constitution, political parties, statesmen, wars, and inter- 
national relations; the economic, the religious, the social, and the more 
cultural activities and life of the people were given very scant attention. 
IVIore recently, in tlu* realization that only a small fraction of people’s lives 
is devoted to politu'al activities, and also that the character of these activi- 
ties might be largely shaped by economic or other forces that had to be 
understood in order to explain political history, there has been a marked 
tendency to expand the scope of history. 

The first step in this move was to give more attention to the economic 
background of political history; the next and more recent step was to 
broaden the account of general history to include other important phases 
of life so as to provide a hislory of a country’s civilization. The first of these 
steps chiefly concerns us here. 

The growing tendency to stress the importance of economic factors in 
shaping political history is commonly spoken of as the economic or material- 
istic interjiretation of history. Although earlier writers had not entirely 
overlooked this view, it was due largely to Karl Marx and the socialist 
school of thought that it first began to receive appreciable attention, begin- 
ning about the middle of the nineteenth century. But it was not until about 
the opening of the twentieth century that academic jxditical historians 
began to give much consideration to the economic interpretation of history. 
Socialist theory emphasized the economic as the basic, if not the only 
important, factor to be considered in explaining history, but relatively 
few would agree with this extreme monistic type of interpretation. On the 
other hand, few students of history today would deny any importance to 
the economic interpretation of history. 
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Just how important this economic factor is will doubtless provide endless 
subject for dispute, since there is no way by which we can segregate it and 
measure its influence in the infinitely complicated tangle of factors that 
shape the stream of history. It is, however, obvious that its importance 
may vary greatly from time to time within a given country, as well as 
between different countries. It should also be clear that acceptance of the 
economic interpretation €is important does not inevitably preclude the 
recognition of other factors as also important. Other interpretations, in 
the sense of factors playing a vital and continuous role in history, are also 
possible, such as the geographic, the psychological, or the spiritual. It would 
be quite possible to formulate still others, such as a biochemical or an astro- 
physical, if it seemed worth while to stress the role of some different yet 
very basic factors. Fundamentally, the importance of the economic inter- 
pretation of history rests on the facts that in our civilization most of man’s 
wants, both material and cultural or spiritual, depend upon economic means 
for their satisfaction so that much the largest portion of the active life of 
most people is devoted to the ceaseless struggle to earn a living. In conse- 
quence the reactions of people on a very large range of the problems of 
society are likely to be strongly influenced by economic conditions, interests, 
and motives. 

The Objectives of the Study of Economic History. With this account 
of the content and character of economic history in mind, we can now turn 
to inquire as to the purposes that may be served by the study of such a 
subject in general and that of the United States in particular. An under- 
standing of these objectives is of the utmost importance and, unless they 
are kept constantly in mind, the value and human significance of the facts 
and conclusions in the account of our economic history that follows will 
not be appreciated. The more important of these objectives can be listed 
as follows: 

1. It has been pointed out that, just as economics is concerned with the 
problem of supplying man’s economic wants more efficiently or raising the 
standard of living, so economic history is primarily concerned with the 
question how a given group or nation has proceeded over the course of 
time in the effort to raise its standard of living. The chief objective of such a 
study is to learn the lessons that history can teach us so that in the future 
we can act more intelligently m promoting changes in the economic order 
such as will enable us to supply our wants more efficiently and thus raise 
our standard of living. 

A country’s standard of living, except as affected by the free resources 
of its environment, depends first of all upon the total output of economic 
goods and services or the national real income per capita and upon the 
amount of time and energy left for leisure after producing this output. 




INTRODUCTION 


9 


Second, it depends upon the way in which this output and leisure are di- 
vided or distributed among the population, for a markedly unequal dis- 
tribution will lower the general standard. Hence in reading the subsequent 
narrative with its account of inventions, new processes, endless laws, and 
evolving economic or other institutions, the two important questions that 
must ever be kept in mind are: How did this or that development affect 
the national income? and, How did it affect the distribution of that income 
among the people? Only thus can we understand the evolutionary process 
that has created the economic order of today or the problems that now 
confront us as a product of this change. Only by observing the mistakes of 
the past or the failures to do things that would have promoted greater 
economic progress and learning the reasons therefor can we hope to avoid 
similar errors in the future. For after all, as will appear in many instances, 
man, both individually and collectively, does many unwise things, even 
when his intentions are the best. Society seems blind and groping, lacking 
in foresight, and unwilling to follow intelligent leadership, even when this 
is available. The errors of the past are frequently repeated, and progress 
is often attained only at great and unnecessary cost. The lessons of expe- 
rience — that is, those of history, since history in the broad sense covers the 
whole of man’s experience — are those from which society has most to learn; 
but the saddest lesson to be gathered from history is that man seems to 
have learned so little from this past. 

In a democracy in particular, it is of the utmost importance that these 
lessons of history should be widely known and acted upon. A totalitarian 
state, if it is intelligent, can overlook the ignorant or selfish action of the 
masses and apply the knowledge of the few to attain its ends. But in a 
democracy in the last analysis responsibility for political action and legis- 
lation rests upon every voter so that the economic, as well as the other, 
phases of the nation’s progress depend upon the wisdom and the unselfish 
attitude of the citizens and those whom they choose to guide the affairs 
of state. To be sure, the rise in the standard of living of the American 
people that, took place under a democratic type of government can scarcely 
be paralleled in any other great nation in history. But, as will subsequently 
appear, that achievement was the product of an unusual combination of 
favoring circumstances in which the wisdom, foresight, and public spirit 
of the voters and their chosen rulers comprised but one factor among many, 
and even that did not prevent many mistakes. It seems probable that in 
the future, to a greater extent than ever before, democracy will require 
all the intelligence and wisdom that the people can obtain to help solve 
the problems of the economic order. To learn and to apply the lessons of 
history will further the successful performance of the duties of citizen- 
ship. 
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2. Closely related to this first objective of raising the standard of living 
of a people is the second, which may be called the “nationalistic” objective. 
This looks to economic history for the lessons that it can impart concerning 
the economic factors that tend to augment the power of a country in the 
struggle for survival or aggrandizement among the nations of the world. 
In this struggle the economic factor, always important both in peace and 
in war, has had its significance vastly increased in modern times, chiefly 
through the very rapid advance in the mechanization of warfare. Mere man 
power available for the fighting forces counts less than ever before, for 
without the enormous equipment now required it is impolent, and that 
equipment depends upon the economic resources available and their effec- 
tive mobilization. Modern warfare is basically a conflict of economic powers. 
Also, in international negotiations in times of peace, economic miglit may 
often prove a powerful factor in furthering the attainment of iialional 
objectives. Add to these facts the remarkable intensification of the spirit 
of nationalism which has swept the world in modern limes and we can 
appreciate more clearly the importance to be attached to this objective 
in the study of economic history. 

In the case of the nation, just as in the case of the individual, it must be 
understood that economic resources are not an end in themselves but only a 
means to the more ultimate ends which constitute the national ideals and 
for the attainment of which the maintenance and strengthening of the 
nation are deemed essential. Although it is true, generally speaking, that 
the conditions which promote an advance in a nation’s standard of living 
will also augment its political power and chances for survival, there are 
numerous cases where the two objectives do not, or are believed not to, 
coincide; certainly not in the short run. The sacrifices in their current 
standard of living for the sake of various national objectives which (he 
people of certain countries have been called upon to make in reccmt years, 
even in time of peace to say nothing of those in time of war, most clearly 
bring out this divergence; but the history of every nation will afford fre- 
quent illustrations of the point. 

The subsequent narrative in this book will describe and attempt to 
explain how the United States rose from a relatively weak position among 
the countries of the world in 1783 till, by the opening of the twentieth 
century, it had become the greatest economic power on earth. But we 
cannot assume that the remarkably favorable combination of conditions 
which contributed so much to that success will continue in the future or 
that the preeminence in the economic world now attained will endure 
forever. Tlie pages of history record the economic decline of too many of 
the great nations of the past. We must not assume that without effort we 
can escape the common fate. Whatever economic history can teach con- 
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cerning the factors that promote Ihe power of the nation should be eagerly 
sought. 

3. A third objective is to aid the individual in his struggle to earn a 
living. In whatever pursuit one engages, that struggle must be carried on 
in an environment which is largely shaped by economic history and in 
which the factors and trends that history depicts are certain to have im- 
portant reactions upon the pursuit, and therefore should be understood to 
promote success. 

Since it is with these broad factors and trends that general economic 
history is primarily concerned, it will throw relatively little light on the 
detailed problems connected with the internal organization and manage- 
ment of an enterprise; its main value consists in indicating the reactions 
of the external economic order and its endless change upon an enterprise 
or a pursuit. The individual’s efforts to earn a living in the fields of agri- 
culture, mining, manufacturing, trade, finance, or any other line will be 
affected by all the forces affecting the development of these activities; the 
same is true of the forces shaping the rise oi decline of the locality, the 
region, or the nation where ihe individual lives, not to mention possible 
reactions from the rest of Ihe world; the fluctuations in the business cycle, 
the impact of wars, and the consecjuences of endlessly changing laws are 
all things that the individual must take into consideration. Economic 
history, through its analysis of how such factors react upon different pur- 
suits or activities and shape present-day trends, provides an understanding 
essential to successful guidance of the individual in future action. 

Although this objective has been stated in terms of gain to the private 
individual rather than to society, as in the case of the first two objectives, 
it should also be noted that it may promote social ends as well. The existing 
economic order with its freedom of private enterprise is accepted on the 
basis of the assumption that in general the individual, motivated by the 
desire to increase his private gain, will ad in a manner that tends to pro- 
mote the economic advance of society. Where it was found that such a 
result was^not likely to be secured, social control was instituted to limit 
the freedom of pri>ate action. It must be confessed that social control 
has fallen considerably short of accomplishing this purpose, so that indi- 
vidual action guided by the profit motive is far from certain to lead to 
economic progress. Yet we can still fairly assume that the individual guided 
by the desire for economic gain and seeking to learn from history how he 
can best direct his activities in his chosen pursuit for this purpose will 
usually at the same time promote the economic progress of society. 

4. A fourth objective is to provide such a knowledge of economic condi- 
tions and forces as may be essential for the understanding of any phase or 
period in the civilization of a given peciple. The importance of this eco- 
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nomic background as an aid in explaining or interpreting history, particu- 
larly political history, has already been indicated as well as the fact that 
this importance varies from period to period and from nation to nation. 
But since the subsequent narrative is devoted to a single nation — the 
United States — we may well add certain reasons why the economic in- 
fluences seem to have played a particularly important role in their reaction 
upon the political history of this countiy. Some of these reasons go back 
to conditions that accentuated the influence of the economic factor; others 
go back to conditions tending to make the influence of certain noneconomic 
factors relatively less important. 

Foremost among the former group was the combination of circum- 
stances that created in the country such unusually favorable conditions for 
getting a living and accumulating wealth. Basic among these circumstances 
were the vast, rich, and practically undeveloped natural resources; the 
comparatively sparse population; the remarkable progress in science and 
invention providing endless improved facilities for the de\elopment and 
use of these resources; and the resulting rapidity of the coiiii’ry’s growth. 

It was primarily to take advantage of these opportunities for getting a 
better living that the great majority of the immigrants were attracted to 
the countr>% though other motives, such as the religious or political, were 
often present and sometimes dominant. They were an energetic, ambitious 
group, but relatively poor. How to get a living was their main problem, 
and the unusual opportunities that they found for solving this problem 
absorbed most of their time and their attention. For over three hundred 
years a steadily rising stream of such immigrants was being added to the 
native-born element of the population. But the native-born element also — 
all descended from immigrants — were almost as much absorbed in making 
the best of these same opportunities. These conditions were an important 
factor in shaping the so-called “materialism” of the American x>eople, 
which in turn is reflected in their history.^ 

Another factor intimately related to this was the existence in the country 
of a democratic type of government. Under such a government, the interests 
and wants of the masses will be more influential in shaping legislation, 
political developments, and the course of history. The masses, always con- 
fronted with the desperate struggle to earn a living, are likely first of all to 
press the government for action that will further their economic interests. 
Since large groups or sections, such as farmers, laborers, Westerners, or 
Southerners, have common interests upon which they can unite and control 

* For a definition and more adequate explanation of this “materialism” see the author *s 
article “American Materialism: An Economist’s Interpretation” among a group of 
essays by different writers in the volume entitled “Facts and Factors in Economic 
History,” Cambridge, 1932. 




INTRODUCTION 


13 


many votes which the politicians must seek to capture, their influence on 
politiced affairs is often predominant, as is constantly illustrated in Amer- 
ican history. On the other hand, in a nation ruled by an absolute monarch, 
an aristocracy, or a totalitarian autocrat, -though economic considerations 
will always be important, the more varied personal ideals, idiosyncrasies, 
or whims of the rulers are certain to play a much more prominent role in 
shaping the country’s history. 

Since the last of the eighteenth century another factor has tended to 
accentuate the reaction of economic forces upon political history. The 
remarkably rapid advance in scientific knowledge and inventions, gathering 
momentum in the period of the Industrial Revolution and continuing at 
an accelerated rate ever since, completely transformed the economic order 
and had the most widely ramifying reactions upon the whole social order. 
Though these changes brought great benefits, they also created endless 
problems and the necessity for a far greater degree of social control than 
ever before. This required a mass of new legislation, national, state, and 
local, so that issues having their origin in economic change came to play 
an increasingly important part in the political history of the period. This 
factor was not peculiar to the United Stales, since it operated wherever the 
economic revolution took place; but it was particularly influential there. 

A second group of conditions, all noneconomic in their basis, had a tend- 
ency to increase the importance of economic factors in American history 
in a negative way, simply because they exercised a less important reaction 
upon political developments there than in many other countries and so 
left the economic factors more predominant. 

Foremost among these, once the nation had attained independence, was 
the comparative freedom from dangerous and powerful neighboring nations 
such as was faced by all the countries of Europe. The geographic distance 
from the Old World, supplemented by the adoption of the policy enun- 
ciated in the Monroe Doctrine tending to check any extension of European 
power in the New World, greatly facilitated the general adherence to the 
policy of isolation and the avoidance of entangling alliances. Though inter- 
national problems were seldom absent, they were never so numerous and 
rarely so pressing or important as those entering into the political life of 
the powers of Europe. The problem of national defense was a minor one, 
and for over a century the army and the navy were maintained at minimum 
levels. How great were the resulting advantages the country scarcely 
appreciated until they began to disappear in the twentieth century, and 
comparative isolation, both political and economic, seemed no longer 
possible. This change was due to the growing international economic inter- 
dependence and to technology’s achievements in modifying the influence 
of distance, notably by the advent of the airplane. ^ 
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Another factor of the same negative character is the relatively less im- 
portant part played by religious strife in American history, though this is 
much less true of the colonial period than subsequently. This was due to 
the fact that the country was predominantly, and during most of the time 
overwhelmingly, Protestant in character; also to the comparative religious 
freedom that prevailed and to the eventual complete separation of church 
and state. In the colonies, chiefly those where there was an established 
church, religious strife and persecution were common; but subsequently, 
under toleration and the severance of the connection between church and 
state, the reactions of religious strife upon the country’s political history 
were relatively slight. In the Old World countries, where the practice of 
maintaining a state church created an influential clerical caste, there were 
also the powerful military caste based on the large armies and the caste of 
the aristocracy based on nobility of birth, which latter also supplied man> 
of the clergy and military officials. These castes with their varying luterests 
exercised the greatest influence upon the history of most European coun- 
tries, though their power has been greatly modified in recej'l times. In 
America, even in colonial times, their influence was much less marked, and 
it practically ended on the attainment of independence. This elimination 
of the castes, with interests less dominated by economic considerations, left 
the businessman and the masses greater power to shape the course of Amer- 
ican political history. 

5. A fifth objective would be a better understanding of ourselves, either 
as individuals or as a nation. We are all in part a product of the economic 
age in which we live, of the economic conditions in the country and section 
where we reside, of the economic class in which we are brought up, and of 
the pursuit whereby we strive to earn a living. Our aspirations, our ideals, 
and our attitude on problems of economic and social policy are inevitably 
in some measure shaped by these economic influences or by our reactions 
against them. One of the outstanding lessons to be gathered from the study 
of economic history is the extent and the power of such influences and the 
undesirable consequences of social action that is so frequently the outcome 
of the biased ideals and judgments that ensue therefrom, though these may 
be as sincere and honest as our convictions on most other issues. Probably 
nobody can entirely throw off the bias of environmental influences, but 
the person who is totally blind to them lacks the best basis for sound judg- 
ment and wise action. If we can understand these influences and then have 
the reason and the will to endeavor, as best we can, to counteract any bias 
resulting therefrom, we can do much to fmrther economic and social 
progress. 

6. A sixth objective will primarily appeal to those especially concerned 
with the study of economics and its advancement. Theory and history 
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provide the basic elements for that study. Theory formulates laws or princi- 
ples, but their validity rests upon various assumptions as to the character 
of the economic order and its institutional framework. History describes 
this institutional framework and its evolution through time; it thus provides 
that sense of relativity essential in the use of theory, and it may suggest 
needed lines for the development of theory to adapt it for use in a different 
economic order. Moreover, history, since it covers all the facts of experience, 
provides the only laboratory in which the validity of theory can be tested. 
On the other hand, although theory alone is far from suflicient to provide 
an adequate explanation of history, it is quite impossible to explain much 
of economic history without the aid of theory; and unless the facts of his- 
tory are explained so that the reasons for developments are understood, 
most of their value is lost. History and theory thus fructify one another. 

Also, the study of the so-called “applied” problems of economics — those 
of labor, trusts, banking, etc. — really deals with little segments of recent 
economic history. To understend them it is necessary to know the evolu- 
tionary development that has created th' in and to appreciate their relation- 
ship to the whole economic order of today in which they are set. Economic 
history alone provides this broad background, sinc^ it includes a survey 
of both historical e*v olution and the whole of the economic order. 

7. To this list of purposeful objectives there might be added a purel> 
cultural one (juite independent of social progress: the acquisition of such 
kiKjwledge of economic history as may be considered essential in a well- 
rounded education. The important part played in human history by the 
economic factor, belatedly recognized, would appear to justify considering 
some knowledge of economic history, particularly that of one’s own coun- 
try, as a desirable part of one’s cultural equipment. 

If these various objectives are constantly kept in mind, it will great I > 
help to make clear the basic importance of the general developments de- 
scribed in the following narrative, and it will suggest the broader signifi- 
cance of many points of detail which otherwise might seem to have no 
reason for being noticed. 

Fundamental Factors Determining the Standard of Living. A.s 
the main objective of the study of economic history is to learn how to raise 
the standard of living and most of the other objectives listed above are 
chiefly important as they contribute to this same end, it is essential at the 
start to have a clear understanding of the fundamental factors that deter- 
mine that standard in any nation or group of people. Only thus will the 
relationship of the many factual details in the following narrative to this 
central problem be recognized. 

In the last analysis, the actual standard of living of any group of people — 
and it is actual, not ideal, standards wdth which we are dealing — is deter- 
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rained by what they produce, plus what their environment provides freely, 
and by the time and energy which are required for this production and 
which determine the amount of their leisure time. If the group is not com- 
pletely isolated but can trade its products or services with other groups 
that can produce some things at lower comparative costs, its standard may 
be raised by securing these through exchange, but the amount so secured 
will still be determined ultimately by the amount of its own products de- 
sired by the other groups and the terms of exchange. Thus the extent of 
the trade between one nation and the rest of the world may become an 
important factor in raising the standard of living of that nation, and the 
development of other countries may be very significant for its reactions 
upon that trade. The total amount of economic goods and services produced 
may be called the group or national real income. It consists of physical 
quantities of goods and services the economic value of which is measured 
in terms of the prevailing monetary unit. 

This national income is determined (1) by the quantity and the quality 
of the four factors of production that are available and (2) by the way in 
which they are combined for purpases of production in the existing ec onomic 
and social orders. Behind all is the motivating force baNed on the desire 
to raise the standard of living. The relation of the various factors that thus 
enter into the problem will be made clearer by the following summary: 

I. The factors of production. 

Production is a process of cooperation. 

A. Between man and his environment, promoted by the increase in 
knowledge, science, invention, etc., and leading to a more complete and 
efficient use of the resources and forces of nature. 

B. Between man and man, promoted by specialization, exchange, and 
similar cooperative action through the development of more efficient eco- 
nomic and other social institutions. 

The economist wmmonly makes a further subdivision of the two factors, 
man and his physical environment, into the four factors of production: 

1. Natural resources. 

2. Labor. 

3. Capital. 

4. Entrepreneurship or business management. 

Better cooperation between man and his environment and between man 
and man affects these* four factors of production by 

a. Increasing their quantity, economically considered. 

b. Improving their quality, economically considered. 
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These results may be achieved in a great variety of ways. The physical 
supply of natural resources in a nation may remain relatively fixed except 
as depleted by use, but can be augmented by territorial expansion. The 
economically significant supply in any given area can be increased by 
exploration and discovery and by scientific advance which finds new uses 
for resources previously thought useless, or fiir those already used for other 
purposes. In a similar way, scientific or technological advance, by leading 
to better methods in mining, forestry, and agriculture oi by providing 
better transportation facilities may increase the value of such resources. 
In the case of the factors lalK)r and entrepreneurship, the quantity depends 
first of all on the population, but also upon how man> work, how long the> 
work, and how intensively. The quality of these factors is improved by 
education, technical, scientific, and business training, and whatever else 
may make them more efficient. The supply of capital depends on saving, 
and the quality of the capital goods in which it is embcxlied is improved 
by all scientific and technolog cal advance that leads to better machines, 
plants, etc. 

With given quantities and qualities of these four factors of production, 
the national income will be detennined by the ways in which they are 
combined for purf»oses of prcKluction. This is decided immediately by all 
those in direct control of economic enterprise, such as corjK)ration officials, 
part ners, individual owners such as farmers, tradesmen, or professional men. 
and by the government. More fundamentally, however, it is determined by 
the character of the economic order and the institutional framework of the 
whole social order in which this economic order is set. 

11. The social order or institutional framework. 

For our purposes this social order may best be divided into three groups, 
each engaged in producing various kinds of goods and services: 

A. The economic order, under private business. 

B. The political order, under the state. 

C. Othex orders, under philanthropic, religious, social, and other 
control. 

A. The main fields of private business are those 

1. Creating chiefly form utilities: 

Extractive industries, manufacturing, construction, certain utili- 
ties, certain personal and professional services. 

2. Creating chiefly time, place, and p>ossession utilities: 
Transportation, communication, marketing, financing, risk taking, 
certain personal and professional services. 
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B, The main economic functions of state activity are those 

1. Chiefly providing goods and services. 

2. Chiefly regulating and controlling economic activities. 

C. The main economic functions of the other groups in the social order 
are 

1 . The provision of goods and services. 

2. The furious reactions on the economic order. 

Finally, it must be realized that there is constant and endless interaction 
between the factors of production and the elements that constitute the 
economic and the social orders. 

Though the division of subject matter in the chapters of this book is 
in the main along the lines indicated by the preceding analysis of the chief 
factors that determine the amount of the national income rather than along 
those determining the distribution of that income (to be described shortly), 
it nonetheless diverges therefrom in many places. It will, therefore, help 
the reader to recognize the relationship of some of these scattered groups 
of detailed facts to the conditions determining the amount of the national 
income if they are briefly indicated at the start. 

The developments affecting the economically significant supply of the 
factor, natural resources, will be found described chiefly in the chapters 
dealing with the public lands, the extractive industries, the westward 
movement of population, and transportation. Though population is (he 
primary factor determining the supply of labor, the developments affecting 
its growth will be found discussed near the beginning of the account of 
each period rather than in the chapters devoted to labor where most of the 
other developments affecting the quantity and quality of this factor will 
be dealt with. In the case of the factor capital, most of the general develop- 
ments affecting its quantity will be noted in the chapters dealing with 
financial institutions. On the other hand the developments improving the 
quality of capital goods through progress in science and invention will be 
found widely scattered in whatever fields of economic activity the new 
devices were applied. It is difficult to generalize about the factor entre- 
preneurship, and it therefore receives little attention as such aside from 
mention of a few general conditions affecting it in the chapters on labor. 
But the account of the varying ways in which entrepreneurs, as those 
immediately responsible for determining how the factors of production were 
combined and what business policies were pursued, acted in the various 
fields of economic activity is scattered throughout the book. 

Since the division of subject matter in the chapters dealing with the chief 
fields of production, exchange, and distribution follows fairly closely along 
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lines indicated in those parts of the preceding outline, the relation of the 
developments described in those chapters to the problem of what deter- 
mines the national income will be fairly obvious. It should be clearly under- 
stood that the essential contribution to* the national income of such lines 
of economic activity as transportation, communication, trade, and finance 
is to further the process of specialization and division of labor in those lines 
of activity primarily engaged in producing form utilities, such as the 
extractive industries, manufacturing, and construction. This includes spe- 
cialization of regions in the use of regional resources, specialization of 
labor and entrepreneurship, specialization of capital goods in the form of 
more specialized machines, plants, etc., and specialization of economic 
institutions. All this is furthered by increasing the mobility of labor, 
capital, and entrepreneurs as well as that of gotxis and services, thus 
increasing the likelihood thc.t all these economic resources will be used at 
the time and the place where they can make their greatest contribution to 
the national income. 

Among the noneconomic elements that make up the framework of the 
social order, only the governmental can be given much attention in this 
volume. The economic activities and functions of the state are so numerous 
and so fundamenlai that it can be looked upon as an economic institution 
almost as much as a political institution, and no study of economic history 
could leave this out of the picture. The broader aspects of the relations 
between government and industry will be noted in the chapters dealing 
with the state and the economic order. On the other hand, the ways in 
which government acted in its function either as a provider of economic 
goods and services or as a regulator and controller of private business will 
be found described in innumerable instances wherever there is mention of 
legislation. 

The Distribulion of National Income. What fixes the total amount 
of the national income per capita is the first and most important element 
to be considered in an analysis of what determines the standard of living, 
since this fixes the total that is available for distribution. This is the chief 
reason for adopting in this book an organization of the material that centers 
about the processes of production. It is also essential to know how this 
total is divided among the people of the nation and what the factors are 
that enter into the determination of that distribution. 

How the national income is distributed is important for its bearing upon 
the standard of living, since it is commonly agreed that a very unequal 
distribution of that income will result in a lower average standard of living 
than could be obtained by a more equal distribution. This conclusion is 
based upon the principle of the diminishing utility of additional quantities 
of economic goods in satisfying the wants of any person. It should be noted. 
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however, that, since people vary in the amount of satisfaction derived 
from a given amount of economic goods — as the ascetic and the sybarite — 
and there is no way of measming these differences, we cannot determine 
just what distribution of the national income between different people 
would yield the maximum of total satisfactions any more than we can 
assume that this would be secured by an equal distribution of income. Also, 
we should not overlook the fact that there are other social objectives besides 
the economic which may make too great inequalities in the distribution of 
income undesirable. 

Since the division of the subject matter in this book is in the main along 
the lines suggested by the preceding analysis of the factors determining the 
national income and not to any appreciable extent along those determining 
the distribution of that income, it is the more important that we keep in 
mind just what the latter are in order that we may more clearly see the 
relation of the factual details to this problem of distribution. Hence we 
must inquire, WTiat are the main factors that determine this distribution? 

The institutions immediately determining this distribution can, for our 
purposes, be best classified into the same three groups used in the case of 
production: (1) the economic order, under private businesjj, (2) the political 
order, under the state, (3) orders, under philanthropic, religious, and other 
control. 

1. Since it is the conditions in the first field, private business, that 
determine the manner in which most of the national income is distributed, 
it is especially important to understand the main factors that operate in 
this field. As commonly classified, practically all income in this field is 
divided into four forms each representing the return to one of the four 
factors of production: 

а. Rent, the return to natural resources. 

б. Wages, the return to labor. 

c. Interest, the return to capital. 

d. Profit (or loss), the return to entrepreneurship. 

The shares going to each factor are determined, in the absence of stale 
regulations, in the market by the conditions governing the demand for, 
and the supply of, each of these factors, though in the case of profit there 
is also the element of return or loss due to chance or risk taking. In the 
existing economic order, the markets in which the law of demand and supply 
operates to determine these shares may be said to be fundamentally com- 
petitive in character. Actually what is considered to be a perfectly com- 
petitive market is seldom found, and most markets are better described 
as more or less competitive in character, merging into monopoly at the 
other extreme. The presence of monopolistic elements tends to alter values 
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and hence the distribution of income in favor of the monopolizer. Since 
every act of production and every development having an economic reac- 
tion will always affect demand or supply or the risk element, they will in 
consequence affect the return to one or more of these four factors of pro- 
duction and hence the distribution of the national income. 

If, in reading the historical account of all the detailed developments that 
follow, one seeks to trace their relation to the distribution of the national 
income, it is only necessary to realize that all private business is a struggle 
on the part of everyone to secure a larger share in the distribution of that 
income. This struggle for income will appear more obvious in the efforts 
of powerful individuals, groups, or classes so to influence affairs as to aug- 
ment their wealth and income. It is conspicuous in the conflicts between 
labor and employer, between capitalist and debtor, between landlord and 
tenant. There are also conflicts within these separate groups among different 
classes of laborers or of capitalists or landlords. Within a given industry 
there is a rivalry between different concerns, and various industries are 
in more or less rivalry with one another. There are conflicts between cities 
and between states as well as the conspicuous conflicts between sections 
and between nations. In fact the list of such conflicts would be almost 
endless for it might be said that there are as m€my different groups as there 
are families or even individuals, and each individual has economic interests 
that bind him to a wide range of groups. 

2. The influence of the state upon distribution is exerted, just as in the 
case of production, by the activities that it assumes, 

tt. Chiefly as a provider of goods and services. 

b. Chiefly as a regulator of economic activities, but also, 

c. Through the fiscal system adopted to obtain the revenue to meet 
expenditures. 

The effects of the first of these forms of state activity will be found de- 
scribed in scattered places though briefly summarized in the chapters 
dealing with the state and the economic order. The effects of the second 
type of state activity will be found widely scattered in every field where 
there is mention of legislation primarily designed to regulate or otherwise 
influence action in the field of private business. The third form of activity 
involving the fiscal system is for the most part described in the chapters 
dealing with the state and the economic order, the chief exception being 
the history of the tariff, which is dealt with in connection with manufactur- 
ing. The struggle between groups and classes as it takes place in the 
political arena in the effort to influence legislation affecting all three forms 
of the activities of the state will be in evidence everywhere. When it is 
realized that in recent years the state has tcdten between an eighth and a 
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quarter of the national income through taxation and used much the greater 
portion to provide goods and services for the people, for the most part 
freely, it will be evident how important a factor in the distribution of the 
national income its activities may become. 

3. The activities of the third group — the philanthropic, religious, etc., 
not being a part of what is ordinarily considered the economic order and 
much the least important in their effects upon the distribution of the na- 
tional income — will receive little notice. The distribution of such goods 
and services as is made by these groups is determined by their estimates 
of various social needs and is largely independent of the principles governing 
ordinary business transactions. 

Having outlined the main factors entering into the determination of the 
amount of national income and its distribution as the basic elements that 
fix the standard of living, we may once more emphasize the great signifi- 
cance of the mass of detailed facts and developments described in the 
history that follows. Though, as indicated earlier in this chapter, the study 
of economic history has various objectives, such as helping to explain other 
phases of history or the economic factors making for national survival, its 
main objective, just as is true of the study of economics in general, is to 
raise the standard of living and thereby to promote the attainment of such 
other ideals as require economic means for their realization. Since the 
mode of living commonly chosen by most people along with those of the 
United States has involved an ever-increasing dependence on economic 
means for its support, the following history, which seeks to explain how 
and why the American people succeeded to a degree unparalleled in the 
world’s history in their effort to supply their economic wants and also why 
failures and errors prevented still greater success, should in some measure 
provide the basis for the social guidance that might lead to a still higher 
standard of living in the future. 
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THE AMERICAN BACKGROUND: THE NATURAL 
RESOURCES AND THE INDIAN’S ECONOMY 


The Natural Resources. The economic order, we have seen, is engaged 
in a process of using the forces and resources found in our natural environ- 
ment for the purpose of supplying our wants; it is a process of c(X)peration 
between man and his environment. It is obvious therefore that the char- 
acter and success of a given economic order will be greatly influenced by 
the natural environment in which it is located; for that reason some account 
of the outstanding characteristics of the conditions existing in the United 
States is essential to our study. Since we may assume that most Americans 
are fairly familiar with this natural environment, it will suflice simply to 
point out its most significant features and characteristics. 

From the economic point of view the combined effects of the physi- 
ography of the country, its temjierature, and rainfall may be said to sepa- 
rate the United States into two great divisions nearly equal in area, those 
east and west of a line roughly marked by the 100th meridian. The eastern 
section consists of comparatively level and low-lying plains broken by the 
Appalachian chain of mountains. The temperature of this section is 
moderate and the rainfall abundant and fairly evenly distributed through- 
out the year. The western region, on the other hand, is marked by a high 
altitude, except for the valleys on the Pacific coast, and is much more 
uneven, being trav ersed by two great mountain chains often reaching great 
heights. The temperature except along the coast is subject to somewhat 
greater extremes of heat and cold and, particularly important in its effects, 
the rainfall, except along parts of the coast, is insulficient for ordinary 
cultivation, besides having a very uneven seasonal distribution. The results 
of the combined effects of these conditions create a marked difference in 
the economic development and life of these two sections, as will appear 
later. Though these constitute the great divisions of the country, each of 
them is so large and marked with such variations within its own boundaries 
as to justify a more detailed description. 

In the eastern great division we find, first, a coastal plain bordering on 
the Atlantic and extending to the series of mountain ranges which make 
up the Appalachian chain and stretch from northern New England to 
Georgia and Alabama. This coastal plain varies in width from 50 to 100 
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miles in the North to 200 or 250 miles in the South. It is traversed by 
numerous rivers which descend rapidly from the mountain ranges and 
afford abundant opportunities for the development of water power. Few 
of these rivers, except the Hudson and the Delaware, are navigable by 
boats of any size for an appreciable distance before the first falls are 
reached; a line connecting this series of falls on the different rivers consti- 
tutes what is called the “fall line.” The coast is marked by numerous 
islands and bays and, from Chesapeake Bay norlh, a large number of 
excellent harbors. 

The second region made up of the various parallel ranges which consti- 
lute the Appalachian chain is some 300 miles in breadth. Few of the peaks 
in these ranges rise much more than 3,000 feet above sea level, but they 
constitute a fairly continuous chain, some 1,300 miles in length, with but 
one break affording easy access to the West — that by way of the Hudson 
and Mohawk valleys where the highest point is less than 500 feet above 
sea level. To the south the easiest passes to the West are found leading 
from the upper waters of the Potomac or the James into western Pennsyl- 
vania, West Virginia, Kentucky, and Tennessee. 

The third division is the vast Mississippi basin, one of the richest agri- 
cultural areas of its size in the world. For the most part it is a relatively level 
or rolling plain and. in the chain of the Great Lakes together with the 
St. Lawrence, Ohio, Missouri, and Mississippi rivers and their tributaries, 
possesses an important system of navigable waters and sources of water 
ptjwer. Nearly all of this region east of the Mississippi River was originally 
covered with a forest growth while the western portion commonly known 
as the “prairie lands” had few trees. 

At about the 100th meridian we pass to the second great division where 
I he annual rainfall drops to less than 20 inches — too little for ordinary 
agriculture — and this portion is arid. From this point, where the so-called 
“(ireat Plains” start, there is a rapid though even rise in altitude till at 
the foothills of the Rockies it is nearly 5,000 feet above sea level. Next in 
order is the high and arid plateau region bounded by the Rocky Mountain 
chain on the east and by the Sierra Nevada and Cascade ranges on the 
west. This is one of the largest of the high plateau lands of the world, being 
for the most part between 4,000 and 6,000 feet above sea level; the great 
mountain chains that lx)und it rise several thousand feet higher, sopie peaks 
being over 14,000 feet. Except in the far south there are no low and easy 
passes through these ranges, and the railroads crossing over them are 
forced to climb to an altitude of from 7,000 to 11,000 feet, descend to the 
high plateau, and finally climb once more over the ranges on its western 
border. The lack of rain checks ordinary agriculture except near the river 
bottoms or where irrigation is possible, and the forest growth is mainly 
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found on the mountain ranges where the rain and snowfall are greater. 
Thus most of this region is suitable only for grazing purposes. 

Finally, there is the region west of the Sierras and Cascades extending 
to the coast. From the mountain tops there is a steep descent to the valley 
lands drained by the Columbia, the Sacramento, and the San Joaquin 
rivers *and bounded on the west by the low Coast ranges. In the rapid 
descent from the mountains these streams and their branches furnish 
numerous sources of water for irrigation and power. In southern California 
and in Oregon and Washington much of the intervening low land is arid; 
in the former, actual desert. Easy access to the sea is afforded by the breaks 
in the mountain ranges marked by Puget Sound, San Francisco Bay, and 
the outlet of the Columbia. Except for San Francisco Bay and Puget Soiuid 
good natural harbors are lacking on this coast. 

The Climate and Rainfall. All of continental United State s except 
Alaska falls within the Temperate Zone and so enjoys the climate, neither 
too hot or too cold, that has proved most conducive to human effort and 
progress. Although the width of the country from north to .'.oulh, about 
1,000 miles, permits of considerable variation in the temperature of differ- 
ent sections and thus in the crops that can be produced, there are few 
regions where either heat or cold goes to such extremes as seriously to lessen 
human effort. So far as such a region does exist it is to be found chiefly in 
the hot and humid section of the coastal plains bordering on the Ciulf of 
Mexico or the inland semidesert areas of the Far Southwest. The crop- 
growing season between the last frost in spring and the first frost in the 
autumn varies from 4 months in the North to 10 months in the South. 
In the region east of the 100th meridian the rainfall is adequate yet not 
excessive, varying from about 20 to 60 inches a year; moreover, it is fairly 
evenly distributed throughout the year. In the high plateau region to 
the west the rainfall is generally less than 20 inches a year, which is insuffi- 
cient for the cultivation of crops under ordinary methods. To the west of 
the Sierras and Cascades some of the immediately adjoining areas in the 
north and the extreme south suffer from inadequate rainfall, though in the 
section nearest the coast there is in the autumn and winter a season of 
considerable rainfall, in fact very heavy rainfall along the northwest coast, 
followed in the summer by a season of very little precipitation. 

Forests. The forest area is largely determined by the rainfall. Originally 
practically all of the area of the country from the northern boundary to the 
Gulf of Mexico and from the Atlantic coast westward to the prairie lands 
near the Mississippi was covered by a thick forest growth which had to 
be removed before cultivation of the soil could begin. These forests included 
a great variety of trees, both hardwood and softwood. But from the begin- 
ning of the prairies west to the Sierras the forest growth was sparse and 
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largely confined to the land along the river bottoms or the mountain ranges. 
The growth was not so dense as in the East, and the timber less valuable. 
On the western slopes of the Sierras in the Cascade range of Washington 
and Oregon and also the Coast range with their heavy rainfall, a heavy 
growth of large and very valuable fir trees was found, though to the south- 



Fig. 3. Natural forest regions. {U.S. Forest Service.) 


ward in California, aside from the few small grow ths of giant trees, the 
limber supply was of declining importance. 

Mineral and Stone Resources. The variety and extent of the mineral 
resources of the country are unusual. Particularly important for modern 
industry are the great deposits of coal and iron found in many scattered 
areas, chiefly from the Rocky Mountains eastward. Copper is found in 
great abundance notably in northern Michigan and the western high 
plateau region, and lead and zinc chiefly in the section from the Mississippi 
River to and including the Rocky Mountains, (iold and silver deposits 
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of great value have been found located for the most part from the Rocky 
Mountains westward. In fact, of the most important and widely used 
metals, tin is the only one that is lacking, unless we include platinum, and 
the supplies of such metals as manganese; nickel, chromite, and antimony 
are very small. Mineral oil or petroleum has been found in great abundance, 
chiefly in the Ohio and Mississippi valleys and southern California, and 
natural gas usually is obtained in the same regions. Among the stones of 
widespread use all kinds are found, numerous varieties of granite and 
marble, and abundant supplies of sandstone and limestone, and in some 
sections phosphate. DetK)sits of bauxite used to make aluminum are also 
available, and clays suitable for brick and pottery are widespread. 

Wild Game and Fish. A factor of vital importance to the alx)rigines 
and of considerable importance to the white settlers in the earlier period 
of colonization was the abundant supply of wild game and fish. Fish were 
abundant wherever salt or fre-sh water was found but were particularly 
important along the coasts of the North Atlantic and the Pacific North- 
west. Among the wild game the bison and the deer were especially useful 
as food and for their hides, and the b^^aver and other fur-bearing animals 
were sought for their pelts. So far as meat and hides are concerned, we 
now depend chiefly on the d(jmesticated animals brought in by the early 
Spanish explorers and settlers; fish continues an important element in our 
food supply. The wild animals now so greatly reduced in number are 
today mainly of value for such furs as they yield. 

The Noncontiguous Territories. Thus far this description has been 
limited to the contiguous area of continental United States, since that is 
the only region that played any part in our economic development up to 
the end of the nineteenth century. Since then we have added to our non- 
contiguous jxissessions through the acquisition of the Hawaiian Islands, 
the Philippines, and Puerto Rico, and the natural resources of these new 
territories, together with those of Alaska, now^ beginning to be developed, 
are becoming a factor in our economic life. Although portions of Alaska are 
capable of growing crops, this territory is chiefly valuable for its fisheries 
and mineral resources. The full extent and character of the latter are still 
to be determined, but considerable gold has already been obtained and the 
coal deposits are known to be valuable. The most significant fact as regards 
the natural resources of our island territories is that they yield many trop- 
ical products obtainable, if at all, only in relatively small amounts within 
continental United States. They Ihus furnish a particularly importanl 
supplement to our temperate zone products and help to round out the 
economic self-sufficiency of the country. However, owing to the somewhat 
narrow limitations of resources and quantity of output, the country still 
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has to depend upon other sources for a coiisitierable portion of its needs for 
many of these products. 

If we stop for a moment to consider this brief survey of the natural 
resources of the country, it will be seen that the outstanding feature is the 
great variety and abundance of them and the unusually favorable basis 
that they afford upon which modern industrial society can build in the 
effort to supply its economic wants. The most serious drawback of conti- 
nental United States is the lack of adequate rainfall in the great plateau 
region of the West, and so far as we can now see this will always prove a 
fundamental obstacle to the intensive economic growth of that region. The 
favorable temperate climate is in part offset by the absence of many prod- 
ucts of the tropics which are needed to supply our wants. Aside from these 
and the scarcity of a few of the less important metals, our naUiral resources 
supply in comparative abundance that environment and those raw mate- 
rials upon which society is most dependent. There are but two or three 
countries in the world that can begin to compare with the United States 
in possessing within a contiguous area such a favorable combiualion in the 
character, variety, and abundance of their natural resourc€\s: none of them 
has as yet reached anything like such a stage of economic or general cultural 
development as has the United States. Although some of these resources 
are by no means inexhaustible and in certain cases have already b(^en 
seriously depleted, still in this physical environment the coinilry enjoys 
conditions the importance of which, not only in its past but for its future 
economic development, can scarcely be exaggerated. 

The Economic Life of the Indians. The settlers who came to America 
found the New World already inhabited by the Indians. It was therefore 
necessary to drive them out, subjugate them, or come to some terms of 
agreement before settlements could be firmly established. Since the primi- 
tive economic life and culture of the aborigines played an important part 
in the outcome of this conflict of races, it is desirable to gain some idea of 
its character. The disparity between the stages of economic and cultural 
development of the two races was so great that, after the white settlements 
had once been made, the red man could do nothing but occasionally harass 
the steady westward march of the white man, and it was only through the 
final adoption on the part of the whites of a paternalistic attitude toward 
them that the Indians were saved from extinction. Since the influence of 
the aborigines on the whites was so slight, a study of their economic life 
is chiefly of value as showing the characteristics of a primitive industrial 
society and thus, by way of contrast, enabling us to obtain a clearer con- 
ception of the form and characteristics of the economic order that the 
settlers had developed in Europe and sought to establish here at the time 
they came to this country. 
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This account of the Indian method of getting a living will be confined 
to that of the natives who lived in the area at present included in the 
United States and to the conditions that are supposed to have existed 
about the time of Columbus’s discovery before those methods were altered 
by the influence of the whites. It should not be forgotten, however, that 
to the southward among the Aztecs of central Mexico, the Mayas of 
Yucatan, and the Incas of Peru a distinctly higher stage of civilization 
and economic development had been attained than among the Indian 
tribes north of Mexico. 

At the time of Columbus’s discovery it is estimated that there were not 
over 1,000,000 — possibly not over 500/H)0 — Indians living north of Mexico, 
the region east of the Mississippi l 3 e^\g th*' most densely settled portion of 
the country. It is supposed that under their methods of getting a living 
this was as large a population as the natural resources of the region could 
sustain. This was be(‘aiise the«J[ndians did so little to alter the resources 
freely provided by nature in the effort t(^ suj^ply their wants. They were 
therefore largely dependent upon the limited su[)ply of natural resources 
available in a form nearly r^ ady to meet these wants. For this reason and 
because the natural resoim es of the different sections of the country varied 
so greatly, the mod‘^ by wliich the Indians obtained a living differed in a 
marked degree in each section. Moreover, as getting a li\ing chiefly con- 
sisted in getting food, it was the variations in the natural environment 
affecting the f<K)d supt)ly that were of j)rimary significance. Hence in ex- 
plaining their mode of getting a living it is necessary to describe separately 
that employed in each section having marked variations in the natural 
environment.^ 

The Food Supply of Different Regions. The first region where the 
natural environment was fairly homogeneous was the vast area east of the 
Mississippi River. There, as we have seen, the rainfall was abundant, the 
soil generally fertile and mostly covered with forest growth. The Indians 
living there had advanced to the stage of cultivating the soil and so did 
not depend entirely for satisfying their wants on what was freely supplied 
by nature. Among the cereals, corn was the only one widely cultivated and 
proved to be the main reliance. Other cultivated crops included beans, 
squash, and to the south millet, melons, sweet potatoes, and smoking 
tobacco. The food supply thus obtained w^as augmented in one section or 
another by wild game, fish, wild rice, honey, berries, and maple sugar. 
There were no domesticated animals to supply meat. Cultivation necessi- 
tated a settled abode and the Indians typically lived in small villages. Their 
shelter was generally constructed of poles lashed together and covered 

* The following is based upon Clark Wissler, “The American Indian.” 3d ed., New 
York, 1938. 
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with bark, mats, thatch, hides, or mud. Among the Iroquois long rectangu- 
lar communal houses were found. Palisades for purposes of defense often 
were built about the villages. 

The second important region consisted of the Great Plains beyond the 
Mississippi, a considerable portion of which was too arid for cultivation. 
There was, however, sufficient vegetation to sustain the large herds of 
bison that abounded, and the Indians were chiefly dependent upon that 
animal not only for food but for many other things as well. The meat dried 
and pulverized as pemmican would keep for many months. There was a 
very limited use of roots, wild berries, and wild game. Apparently, too, 
dogs, which with the turkey of the pueblo region were the only domesticated 
animals the Indians had, were sometimes eaten and served also as draft 
animals. Under such conditions, a nomadic life prevailed, and the tepee 
used as shelter was constructed of a few light poles covered with buffalo 
hides easily taken down and moved about. In the southern portion of the 
plains area, however, settlements were to be found cultivating the moister 
soil of the river valleys. 

A third area centered about the Columbia River basin and the adjacent 
region to the east. Here abundant salmon was the determining factor in the 
food supply. The fish were caught at the time of the run and a portion of 
the catch was dried, smoked, and kept for future use. Along the coast 
where fish were abundant, fairly permanent villages existed and totem- 
pole plank houses were built; in the interior a more nomadic life was neces- 
sary to secmc sufficient food and the tepee was common. There, after the 
salmon catch, the Indians sought wild berries and later gathered roots or 
hunted wild game, thus affording, as Wissler says, one of the most striking 
examples of the correlation between dependence on wild foods and instabil- 
ity of residence. 

South of this region, in California and the adjacent area to the east, 
nature was much less bountiful. Such crops as corn, beans, and squashes, 
which the Indians cultivated elsewhere, require considerable summer rain- 
fall and, as there was almost no rainfall in California at that season, no 
cultivation of crops seems to have been attempted here. Nor was the supply 
of fish and wild game abundant. Hence nuts, chiefly acorns, and seeds or 
roots, herbs, and even dried insects were the chief reliance for food; the 
moderate, relatively even climate made shelters built of brush or tule reeds 
sufficient. The tribes in this region thus had a very low level of subsistence. 

Finally, there may be distinguished the tribes living in the rather arid 
high plateau region in Arizona and New Mexico. There, in spite of the 
unfavorable environment, we find the most advanced state of Indian indus- 
trial society and culture in the country; in fact, otherwise, the problem of 
getting a living would have been most difficufi. This development is 
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probably to be explained by the proximity of these tribes to the still more 
advanced tribes of central Mexico. This region is fortunate in that the 
small rainfall that it has is largely concentrated in the growing season. In 
this way, by employing certain dry-farming methods or by the use of 
irrigation, crops could be grown in some sections. Thus corn, beans, melons, 
squashes, sunflower seeds, and cotton were produced under more intensive 
methods of cultivation than were to be found anywhere else in the country. 
Although wild game was scarce, the rabbit being the most common, the 
turkey had here become domesticated. A settled life was thus made pos- 
sible and the groui)s lived in the stone or adobe pueLIos such as are still 
in existence. 

The Supplying of Other Need**. In supplying their wants other than 
for ftxxl the Indians used but few of the resources about them. The chief 
tools were of stone, wood, shell, jr bone. There was no use of metals except 
for a little copper. The smelting arid casting of metals appear to have been 
unknown to the liulians north of Mexico, and the small amount of copper 
used was employed because it was easily ».ialleable. As far as tools were 
concerned, they were those of the ^Stone Age. For fibers the chief reliance 
was bast fibers such as grasses, twigs, and portions of the bark of trees, 
though cotton is claimed to itave been used in the pueblo villages. The 
making of mats and baskets was carried to a high degree of perfection, par- 
ticularly in the West. Spinning and weaving by hand were common, and 
apparently the loom was employed in the pueblo region. Such clothing as 
was worn was for the most part made of deerskin or, where this was not 
easily obtainable, of woven fabrics. Ornaments of a great variety of mate- 
rials were common. Pottery was generally made except on the Pacific 
coast and a portion of the plains, though the use of the potter's wheel was 
unknown. In their agriculture a rough hoe and a crude pointed tool that 
served as a sort of spade, were employed, so that only easily workable 
ground could be tilled and even that was little more than scratched. Fire 
was obtained by the fire drill. For water transportation, the dugout and 
the canoe made of bark or skin were employed; for overland transportation, 
in the absence of draft animals, goods were carried in packs on the back, 
except on the plains where dogs were attached to a travois made of long 
poles which dragged behind on the ground. 

The General Kconomic Organization. The economic organization 
among the Indians was thus of the simplest type. The real unit was com- 
prised of family groups living together usually in small villages of a hundred 
or so population. These communities each produced substantially every- 
thing that they consumed and were therefore self-sufficing economic units. 
As a result, almost no trade was carried on between the groups. The little 
that did exist — it seems to have been furthest developed in the Northwest — 
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took the form of barter, though in some sections the strings of beads made 
of shell and used for ornament, called “wampum,” seem to have served as a 
form of money. Communication was by word of mouth as there was no 
written language at that time. These conditions also resulted in there 
being very little division of labor except between the sexes. The women 
carried on the household duties and cultivated the crops (though in the 
pueblo region the men participated in the latter activity), while the men 
did the hunting and fighting. Aside from the few who acted as priests and 
medicine men there was no differentiation in the work of the men. One 
exception is found in the Northwest where a few slaves, the captives of 
war, appear to have existed. On the other hand there was a considerable 
amount of cooperation between the members of the group in their larger 
undertakings, especially in hunting and fighting. Small wars were of con- 
stant occurrence due to the struggle for food areas or to the blood feuds 
which had no end. The very slight amount of accumulated wealth that 
existed naturally resulted in there being very little available as a basis for 
private property, and universal hospitality lessened the need for it. 

The land, where there were permanent settlements, was considered as 
owned in common, though in some cases limited rights in its use were 
allowed to the family. Thus private pro{)erty was limited to the shelter, 
produce, and personal effects of the family to which might be added a few 
intangible hereditary rights. Often much of this was looked upon as the 
property of the woman and descended through her. Custom and habit 
served in the place of law as the means for settling disputes. Such conditions 
resulted in a high degree of economic equality and a very democratic 
society. Even the chiefs, who were generally elected, had little power except 
as leaders in war. Custom and public opinion, especially the fear of the 
scorn and ridicule of the group, which in such a small and closely built 
community might become almost unendurable, supplied the chief means 
for social control over the individual. The small local groups were organized 
into tribes, chiefly for purposes of defense or ceremonial performances, and 
occasionally several tribes formed larger confederacies, that of the Iroquois 
being the most noted. 

The Significance of Their Mode of Getting u Living. Iliis brief sur- 
vey of the Indian mode of getting a living will suflice to indicate the very 
primitive character of the industrial society that the white man found 
when he came to take possession of the Continent and, by comparison, 
the vast superiority which the whites possessed in the economic and general 
cultural civilization that they brought with them. For the aborigines suc- 
cessfully to contend against it was impossible; the civilization of the whites 
placed the natives at their mercy, to destroy or to aid as they saw fit. 
The relatively slight use of the resources and forces of nature which the 
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primitive culture of the Indians permitted, and the resulting high degree 
of dependence on food supplied with but little additional effort on man's 
part by the environment, resulted in a mode of living almost completely 
shaped by the character of the food supply and a life almost entirely given 
up to the desperate struggle for food. Of what we consider luxuries they 
had nothing, and even of necessities barely enough for a low existence. 

Thus, under the Indian methods of getting a living, the natural resources 
that now support over 1 15 million with a vastly higher standard of living 
scarcely supplied less than a million aborigines with a wretched existence. 
The question of how the white man achieved this notable result is the 
real subject of our study and it is by way f)f comparison and contrast with 
the methods of getting a living first introduced and later developed by the 
whites that this account of the economic life of the pre-Columbian Indians 
will prove most instructive. 



Chapter III 


THE EUROPEAN BACKGROUND OF COLONIAL 
ECONOMIC HISTORY 


Introduction. Some knowledge of the economic, political, and social 
conditions in Europe during the colonial period is essential for an under- 
standing of many factors that vitally shaped the economic life and develop- 
ment of the colonies. In the first place the process of colonization involved 
not only the migration of people to the New World but also the transit of 
the Old World’s civilization. This civilization was so far in advance of 
that which was found among the Indians that it completely dominated the 
type of social institutions and the form of the economic order that the 
colonists endeavored to establish in the New World. Yet the transit of this 
civilization did not take place without changes; as will subsequently appear, 
the colonists took advantage of the opportunity to make many modifica- 
tions designed for the most part to provide a better adaptation to New 
World conditions or to promote the attainment of their social ideals. 

It was a combination of economic, political, and religious conditions in 
Europe that led to the establishment of the colonies and largely determined 
the character of the people who migrated to America and the type of social 
ideals that they held. The colonies, being subject to European nations, 
felt the reaction of political developments in Europe to a greater degree 
than would otherwise have been I he case. Since the value of the colonies in 
the estimate of Europe lay chiefly in the advantages to be obtained from 
control of their trade, the relations between them and the mother country 
were chiefly influenced by economic conditions and considerations. In 
consequence there is no other pericxl up to 1914 when events in b]urope 
exercised so important a reaction upon this country’s economic history as 
they did during the colonial period and the years immediately following 
down to 1815. 

The Civilization of Western Europe near the Close of the Middle 
Ages. At the period of Columbus’s discovery the people of western Europe 
enjoyed a civilization that was many, many centuries in development ahead 
of that of the Indians north of Mexico. Only a few of the outstanding fea- 
tures of this civilization as the Middle Ages drew to a close in the fifteenth 
century can be noted here — those that were of particular importance for 
their subsequent reaction on America. Basic among these was the altered 
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outlook upon life produced by the movement known as the Renaissance 
which by this time had spread from Italy through western Europe. The 
older outlook on life with its strong element of religious asceticism tended 
to look upon the world as a vale of trials and sorrows where man’s fleeting 
hours should be devoted to preparation for the Judgment Day in the hope 
of salvation in the life to come. No age that has completely lost the medieval 
fear of the imminent end of the world can hope to appreciate the powerful 
effects of such views on the social order. 

The humanism of the Renaissance, on the other hand, stressed the devel- 
opment of all the finer inherent capacities of man as a rational and sentient 
individuality and the use of his faculties and resources for the enrichment 
of his life in this world. This new outl(K>k on life was a product of various 
developments commencing al)out the opening of the twelfth century with 
the beginning of the series of gieat crusades, though the earlier spread of 
Moslem culture in the Mediterranean area was not without its influence. 
The Near East had preserved much of the ciiltvtre of the classical world, 
which the A\est had lost following the breakup ol the Roman Empire, and 
this had been augmented by t;onlribulions from the Arabs and the Far 
East. The Crusades brought the West in contact with this rich heritage 
of the Levant. They created a growing demand for the varied products of 
the East, which developed a commerce that in time brought great wealth 
to the trading city-stales of Italy and a luxury in living that flowered in the 
Renaissance. At the same time the study of the writings inherited from 
classical antiquity was greatly stimulated, and this was given an added 
impetus by the migration of scht^Jars to the West following the capture of 
Constantinople by the Turks in 1453 and the downfall of the Eastern 
Empire. This study greatly broadened the outlook and interests of scholars 
and promoted far greater freedom and independence of thought than had 
prevailed under the narrow religious scholasticism of the Middle Ages; it 
revived an interest in the sciences as well as in the arts and stimulated 
critical thinking which in the religious field eventually bore ffuit in the 
Protestant Reformation. The Renaissance marks the rise of an attitude 
toward life — a belief in the life that is rich, full, and active — which has 
largely dominated Western civilization ever since and is a basic factor in 
the background of American social development. 

The close of the Middle Ages brought another development destined to 
attain growing importance in its reactions during the succeeding centuries: 
tin? growing spirit of nationality to be seen throughout western Europe in 
the rising [lower of strong centralized states and the decline of the feudal 
system, wWch had dominated in most of this region from the tenth to the 
thirteenth centuries. Italy divided into little city-states and kingdoms and 
Germany with its innumerable principalities and free cities, where the power 
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of the Holy Roman Emperor steadily dwindled, escaped this centralization; 
in fact, they failed to secure political unity till the third quarter of the 
nineteenth century. But in Portugal, Spain, France, Holland, and England 
this period witnessed a rapid growth in the power of the king and the central 
government, a decline in that of the feudal lords, and a rising spirit of 
national unity. In the course of time, the power of the absolute monarch 
was built up, as in Spain under Philip II (1556-1598) or in France under 
Louis XIII (1610-1615) and Louis XIV (1613-1715), while in England 
royal absolutism was secured under the Tudors (1485-1603). So the modern 
nation arose, and the constantly increasing political and economic rivalry 
with the intensification of the spirit of nationalism which subsecpiently 
developed have exercised the greatest influence upon the course of world 
history ever since. 

Economic Conditions in England Just before 1500. Sini^c many 
English economic institutions adopted in the colonies had their origins 
in the economic organization of England existing before 1500, some knowl- 
edge of it is needed to understand colonial developments. In the fourteenth 
century most of the people in England were engaged in agricult ure, chiefly 
carried on under the feudal system. The villeins gave about half their time 
to work on their lord’s manor but were assigned plots of 20 or 30 acres to 
work for themselves. They were also subject to other feudal obligations 
and could not leave the manor to work elsewhere. The little group that 
made up the feudal manor was largely economically self-sulTicing, a small 
surplus of its output, chiefly that of the lord, being sold and the proceeds 
used to purchase supplies from outside. 

Although the growing towns and cities were chiefly devoted to industry 
and trade, many of the inhabitants cultivated some of the surrounding 
land. Those entering the handicraft trades, after a period of apprenticeship, 
became journeymen and hired themselves out to a mastercraftsman, hoping 
in time to become masters themselves. The master usually had his shop 
in his own dwelling where the raw materials were worked up with a few 
simple tools and then sold to the customers. 

Those engaged in industry and trade in the larger places formed “guild 
merchants” to regulate their activities and promote their interests. These 
guilds were granted extensive powers of control and practically became 
an important branch of the local government. As industries grew in size, 
each organized a separate craft guild of its own which sought to regulate 
the hours of work, the quality and methods of making the product, the 
conditions of its sale, and the terms under which apprentices and journey- 
men were employed. 

In addition to the trade of the craft shops, there was that of the weekly, 
or even more frequent, open markets in the streets or squares where much 
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of the trade between the town and the surrounding country district was 
transacted. Finally, there were the great fairs held once or twice a year, 
usually on the outskirts of large towns, where traders from all over the 
country and even from abroad brought a great variety of goods, many of 
which were not regularly found in small markets. There too the surplus 
staples of the country districts were often sold and a considerable wholesale 
trade developed. This trade was also carefully regulated, and the customs 
developed in the fair courts and known as “the law merchant” often became 
embodied in the law of the land. 

As England was considerably behind other countries of western Europe 
in her economic development, her foreign trade was small and her exports 
were chiefly such raw' materials and frxjdstuffs as she could best produce. 
Wool was by far the most important, but hides, leather, tin, lead, and a 
few foodstuffs were also expoiled. Imports included lumber, tar, furs, 
iron, and fish from the Baltic countries; fine textiles of linen and w^ckjI from 
Flanders; wines and salt from France, Spain, and Portugal; and, mainly 
from Italy, such products of the Near and I'ar East as spices, silks, cottons, 
sugar, dyes drugs, and precious stones. This trade w^as mostly in the hands 
of foreign merchants, such as those of the Uansa cities of the Baltic or 
those of Venice, and was carefully regulated. 

The conditions just described, however, were being modified during the 
two centuries before 1500. Outstanding was the marked decline of feudalism 
following the rise in wages after the Black De^th despite restricting stat- 
utes. Increasingly the manorial lords found it advantageous to commute 
their serfs’ obligations for a money payment and to lease their demesne 
land to tenants. Others enclosed the open fields and converted them to 
sheep pastures, a move that became widespread in the sixteenth century. 
As a result, the great mass of the rural population was freed from 
serfdom, and many moved to augment the industrial population of the 
towns. 

The guilds reached the height of their power about the middle of the 
fifteenth century ; thereafter, as their control over local affairs was reduced 
and industry began to locate outside the cities, their intluence waned. 
As industry expanded, England exported more of her great staple wool in 
the form of finished cloth. As foreign trade increased, English merchants 
took over more of its conduct from foreigners, aided by the stronger central 
government. 

In the other nations of western Europe the economic conditions at this 
period did not differ markedly from those in England except that trade 
and industry were considerably more advanced, notably in the cities of 
northern France, Flanders, Italy, and parts of Spain and Crennany. It€dy 
was the most advanced country, having a flourishing textile industry and a 
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control of much of the trade in products of the Near and the Far East 
which her merchants distributed to most of western Europe. There the 
beginnings of modem banking and large-scale commercial enterprise could 
be found and double-entry bookkeeping was devised. 

It is important to note the basic characteristics of the economic order 
that prevailed as the Middle Ages came to a close, since subsequently they 
provided the pattern that was introduced into the colonie^s. With relatively 
minor modifications, they have remained basic in the economic order of 
the United States ever since. Though some of these characteristics can be 
traced back to Biblical times, others were of later origin, and full develop- 
ment of all was attained only in modem timas. The most important were 
(1) the institution of private property, (2) individual initiative and com- 
parative freedom of enterprise in production, (3) a growing division of 
labor and specialization, which in turn involved (4) exchange of goods or 
services, (5) aided by the use of money and credit instruments, and resulting 
in (6) an increasing interdependence and complexity in the structure of 
the economic order, (7) a growing influence of competition in determining 
exchange values, (8) a pecuniary calculation as the basis and chief guide 
in most economic activities, (9) an increasing use of capital in most fields 
of production, leading to (10) a greater size of the business enterprise. 
Though subject to modifying changes to meet altered conditions and ideals, 
these characteristics remained dominating factors in shaping the develop- 
ment of the economic order of all the more advanced nations until the recent 
social policies adopted in Russia and the totalitarian states wrought radical 
changes. 

European Developments after 1500. The year 1500 is the date com- 
monly accepted as marking the beginning of modem history. Thus the 
history of the white man in America is all embraced within that compara- 
tively brief period called “modem times.” Moreover, the two outstanding 
events that most sharply marked the transition from medieval to modern 
history — the great discoveries and the Reformation — were destined to 
exercise a profoimd influence on colonial history. 

The voyages of discovery which disclosed the New World and a sea 
route to Asia were immediately due to the desire of the people of western 
Europe to establish direct trading connections with the countries of the 
Fsur East and so to secure a share in this rich trade, which had been almost 
monopolized by the merchants of Italy who depended on the supplies 
brought to the Levant over the old trade routes across Asia or through the 
Red Sea. In providing the financial backing for these voyages of discovery 
the rulers in Spain and Portugal took the lead. During the fifteenth century 
the Portuguese, starting under the leadership of Prince Henry the Navi- 
gator, sticking clasely to the land, slowly extended their explorations down 




THE EUROPEAN BACKGROUND 


41 


the west coast of Africa, reaching the Congo by 1484. It remained for Vasco 
da Gama to round the Cape of Good Hope and reach India in 1498, thus 
disclosing the sea route to the Far East that was most used for nearly four 
cenluries. 

To leave the land behind and sail westward into the terrors of the vast 
unknown when many still denied that the earth was round required a 
combination that was not found until, following the invention of the com- 
pass and other instruments to guide navigation, the faith of Columbus 
and the resources of Queen Isabella were united and the daring little fleet 
set forth on the voyage that led to the discovery oi the New World in 
1492. That this was in fact a new world o^ily obstructing easy access to the 
riches of the Far East was not realized al first and, when farther exploration 
showed such to be the case, it hastened thc!! effort to find an easy route 
around or across this barrier. The Pacific was first seen by Balboa from 
the peak in Darien in 1513, and the only available sea route to the west- 
ward was made known when Magellan, sailin;;- through the treacherous 
straits that hear his name, completed the hist voyage around the world in 
1522. By 1550, the Spaniards h.ad explored the eastern coast of America 
from Labrador southward and the western coast as far north as Oregon. 
Finding no opening t* the Pacific in the obstructing continents, the ex- 
plorers turned their search to the waterways running into the interior and 
for tw'o hundred years vainly endeavored to find some easy route to the 
western sea, thus hastening the process of making known the geography 
and the resources of the New World. 

A much stronger incentive to explore the interior of the two new* conti- 
nents was soon [provided by the discovery of gold and silver and the acquisi- 
ticm of the hordes accumulated by the Aztecs and the Incas in Mexico and 
Peru. During the sixteenth century, various Spanish expeditions led on by 
Indian tales explored much of the southern portion of the United States 
in a search for gold and, when none was found, turned their activities else- 
where. They founded no enduring settlements save those established al 
St. Augustine and Santa Fe around the close of the century, thus leaving 
the region o])en lo the settlers from other nations who came overseas in the 
next century. It was the output of the precious metals from Mexico and 
Pern, which rose with great rapidity until about 1620, that provided the 
greatest reaction of the New World upon the Old during this period. At 
the same time it gave a great impetus to the efforts of other nations U) 
establish adonies in the New World. 

The intellectual awakening and spirit of inquiry aroused by the Renais- 
sance and abuses within the Church led to the Protestant Reformation, 
started by Martin Luther in 1517, which split the unity of Christendom in 
twain, plunged Europe into a century and a half of religious struggles. 
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not only between Catholics and Protestants but between different sects 
that developed among the Protestants, with consequences that shook 
dynasties and nations and brought widespread religious persecution and 
human suffering. The reactions of this conflict gave an added impetus to 
the struggle for colonies and exercised a momentous influence on the 
development and life of the colonies. 

The Catholic countries, Spain and France, rigorously excluded all Protes- 
tants from their American possessions; hence those seeking an overseas 
refuge were diverted to the colonies of the countries that had turned to 
Protestantism, such as England and Holland. Though some Catholics 
were to be found in these colonies, notably in Maryland, the settlements 
became overwhelmingly IVotestant in character. Yet this did not result in 
religious unity, and the development of differences between the various 
Protestant sects that arose substantially afl'ected colonial history. 

The unfortunate lack of unity among the Protestants — at least unfortu- 
nate for the group in an age of intolerance — had its origin in the independent 
spirit of inquiry and the protest against the dictated dogma of* fhe Church 
which lay back of the Reformation. Two great spiritual leaders emerged 
in the early stage of this movement — Luther and Calvin — but they difl’ered 
on many points. Lutheranism came to be accepted in most of Germany 
outside of the south and parts of the west and soon spread over Scandi- 
navia. The stern tenents of Calvinism were adopted by the Huguenots of 
France, the Dutch of Holland, and the Presbyterian Church of Scotland. 
The Anglican Church, making less of a departure from the Church of 
Rome, became the established Church of England. Except in France, 
where the Huguenots lost such limited privileges as they had enjoyed under 
the Edict of J\ antes of 1598 by its repeal in 1685, these religious groups 
dominated their respective countries and, except in Holland, resorted to 
widespread oppression and persecution of the various minor Protestant 
sects that arose at this time. 

Most important among these minor sects in England was the group of 
Puritans. In many respects close followers of Calvinism, they at first 
sought to reform the Church of England from within but were met with 
increasing persecution under the Stuart kings. This, combined with a 
serious economic depression, led to the great Puritan migration to New 
England from 1630 to 1640. The outbreak of the Civil War in 1642 soon 
placed the Puritans in control during the Commonwealth, but this was 
lost on the restoration of the Stuarts in 1660. In the subsequent renewal of 
oppression, another sect, the Quakers, was subject to prosecution that 
eventually drove many to seek a refuge in the colonies. In Germany the 
small radical and pietistic sects that sprang up, such as the Mennonites 
and Moravians, were subject to similar prosecution by the Lulherans and 
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in the eighteenth century, suffering from the ravages of war as well, many 
migrated to the Mew World in search of peace and religious freedom. 

Economic Developments on the Continent. The great inflow of the 
precious metals from America soon spread, throughout western Europe 
and led to a rapid increase in prices during the sixteenth and early seven- 
teenth centuries, which in turn gave a great stimulus to the expansion of 
industry and trade. At the same time, since wages did not rise so rapidly 
as prices, discontent spread among the working classes and led to various 
social uprisings which tended to improve the condition and increase the 
freedom of the masses. A like result followed when people look advantage 
of the more abundant money and higher wages and prices to purchase 
exemption from such personal ser\ices and other obligations as still sur- 
vived from feudal times, thus further undermining the restrictions upon 
individual freedom and enterprise. 

The effects of the discovery of a direct sea* route to the Far East were 
eventually augmented by the spread of the Ottoman Turks which early 
in the sixteenth century clovsed the last of the old trade routes that had 
remained open. In consequence, the control of this rich trade passed from 
the merchants of Italy to those of the nations bordering on the Atlantic, 
at first to those of Portugal and Spain but from the seventeenth century 
on to those of Holland, France, and England. The ports of these countries 
then bec.ame the great centers of liuropean trade. 

Another result of the discoveries was that when commerce, instead of 
being confined to the inland seas or close to the coasts, look to the oceans 
and began to make long voyages to distant lands and carry on a far more 
extensive trade than ever before, important changes in its organization 
took place. This distant trade with its growing volume and long period of 
time between purchase and sale of goods required more capital; it required 
a heavy outlay for the establishment and protection of the agencies or 
“factories” as they were called, where the products of these far-oll’ countries 
were gathered together and the exports thence could be sold: it required 
expensive protection for the larger ships employed in the trade. To provide 
such an outlay was beyond the means of individuals or small groups of 
traders; it required great resources and a large, permanent, and centralized 
organization to be successful. To provide these needs there gradually 
evolved the great trading companies which from the middle of the sixteenth 
century on came into control of much of the overseas trade of the nations of 
western Europe. Commerce was becoming more capitalistic in character 
than ever. 

In these countries, marked by the continued growth of the power of 
the central government and the rising spirit of nationality, such trading 
companies were backed and aided by the nation, which exiH'cled thereby 
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to increase its revenue and wealth, instead of by the merchants’ associa- 
tions of trading cities as in medieval times. The commercial rivalry became 
one of nations rather than of individual cities. 

It was from the central authority that these companies received the 
charters which commonly granted them extensive privileges, including a 
monopoly of the trade with a given region and powers of government over 
the settlements that they might establish. The monopoly grant made it 
easier to control the trade and to collect such dues as were imposed upon 
it. A.lso, only in this way could adequate protection be given those who 
invested their capital in these enterprises; for, if outsiders or “interlopers,” 
who had contributed nothing to the outlay involved in developing and 
protecting the trade, were allowed to compete in it freely, there would be 
little chance that the company could obtain any return on its heavy outlay. 

The extent to which the government aided and controlled these com- 
panies varied considerably and depended largely on the resources and power 
of the king. In Spain, whose overseas trade was largely with her own colo- 
nies, the government very strictly regulated the trade, and in France*, the 
intermediary companies depended largely on government mone^ and aid. 
In England, where the power and financial resources of the king were more 
limited, private initiative and capital were relied on almost exclusively, 
and the government did little more than furnish encouragement, grants of 
power, and some protection. 

In this way originated the difierent cx)inpanies trading to the Levant, 
the Guinea coast, the Far East, and America of which the British Fast 
India Company was the leading example. It was by means of the resources 
and effort of similar companies to develop trade with America that the first 
permanent settlements in the colonies were founded. 

England during the Colonial Period. During most of the colonial 
t^eriod, England was too fully occupied with domestic problems and the 
course of political events on the Continent to find much time to devote 
to the colonies. Lnder the Tudors the religious control of the Catholic 
Church was displaced by the establishment of the Church of J'^nglaiul, the 
feudal lords were subordinated, and the power of the king and the central 
government greatly increased. The period culminated in the great achieve- 
ments of the age of Queen Elizabeth (1558-1603) which included a very 
rapid expansion of industry and trade, daring attacks of the English sea 
rovers such as Hawkins and Drake upon the colonies, the commercje, and 
the treasure ships of Spain, and the defeat of Spain’s powerful effort to 
invade the country following the destruction of the great armada. 

The seventeenth century was marked not only by the religious strife and 
persecution already noted but also by the changes in the form of govern- 
ment as a result of struggles that had an important reaction upon the 
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colonies. The royal power built up under the Tudors was used in more 
autocratic and corrupt ways when the Stuarts succeeded to the throne with 
James I in 1603. Meanwhile the rapidly increasing population of the towns 
and cities, where there was a marked growth of the middle and working 
classes among which w(Te found most of the religious disscmters, became 
more restless as well as more powerful. Civil War broke out in 1612: 
CJiarles 1 was soon beheaded and Cromwell’s Puritan Commonwealth 
established, only !o be followed by the restoration of the Stuarts under 
(Charles II (1660-1685) and James II (1685-1688) and the reestablishment 
of the Anglican Church. The rule of the restored Stuarts proved even 
more corrupt and intolerable; combined with the growing fear that they 
sought to restore Catholicism, this led to the Revolution of 1688. William 
and Mary then ascended to the throne under the terms of the Declaration 
of Rights, soon embodied in the Bill of Rights, which sought to ensure a 
Protestant succession and greatly increased the powers of Parliament at 
the expense of the royal authority, thus marking another forward step 
in the rising power of the people and the movement toward democ- 
racy. 

The eighteenth century in England is spoken of as the Age of Reason 
or the Enlightenment. Il was a period when the importance of science 
was being rapidly recognized and its laws applied to help solve the prob- 
lems of man; a period when the dictates of reason rather than those of 
arbitrary authority were accorded wider acceptance; a period of a slowly 
rising spirit of humanitarianism. 

It was also a centiu'y marked by comparative freedom from serious 
domestic strife, by rising economic prosperity, and by growing political 
power and prestige, particularly as compared with England’s chief rival 
and foe, France. In 1707, Scotland was united with England under the 
name of Great Britain, largely allaying one source of strife. On the death 
of Queen Anne without surviving progeny the Protestant succession was 
quietly secured through the accession of the House of Hanover, though 
the Stuart pretender, backed by France, continued to cause concern till 
his final defeat and flight (1745-1746). In consequence, religious persecution 
was greatly reduced and a more tolerant spirit prevailed. The first two 
Georges (1714-1727 and 1727-1760) were quite content to leave most 
problems of government to their ministers, and Parliament became strongly 
entrenched behind its recently acquired powers. Spain had long since ceasecl 
to be dangerous, and the commercial and naval pow er of Holland had been 
shattered in the last half of the seventeenth century. England, now dom- 
inant on the seas, felt relatively safe in her insular position. France was 
now her chief enemy and under I^uis XIV (1643-1715) had become the 
dominant power on the Continent. But by 1689 I^Hiis had reached the 
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height of his power, and for most of the following century the strength of 
France steadily declined. Thus eighteenth-century England, basking in 
the sunshine of rising political power, comparative domestic tranquility, 
and advancing economic prosperity, enjoyed a period of well-satisfied self- 
complacency. 

England's Economic Development. The three centuries beginning 
with the sixteenth witnessed England’s rise from a relatively backward 
position to one of leadership in industry and commerce among the nations 
of the time. Favored by the absence of any serious invasion of her own soil, 
aided by a government more ready to adapt its policy to the needs of 
changing conditions and to permit greater freedom oi individual initiative, 
and possessing the most rapidly growing colonial powssessions of the time, 
England through her expanding manufactures and trade provided the 
chief basis for the rapid rise of her population and her wealth. The wide- 
spread belief about 1600 that England was overpopulated and that emigra- 
tion of the poor might well be encouraged vanished afU^r 1660 as conditions 
improved. Enclosures were not renewed on a large scale until after 1760 
and then were chiefly for the purpose of introducing better methods of 
cultivation than could be employed under the old open-field system. Mean- 
while more land was added to the cultivated area and better methods 
introduced, especially during the eighteenth century. From 1660 on, the 
more protective policy of the Corn Laws prohibited imports of grain when 
prices were low and provided a bounty on exports. Thus stimulated, 
England was ordinarily able to supply the needs of her growing population 
and also have a surplus for export down to around 1765; after about 1790 
she became regularly and increasingly dependent upon imports. 

As industry expanded, various developments occurred which tended 
to undermine the power of the guilds and secure greater freedom of indi- 
vidual initiative. On the one hand, as the guilds tended to become more 
exclusive and opposition to their monopolistic practices grew, the central 
government stepped in to control them. They were deprived of more and 
more of their powers over local government, and Parliament passed general 
laws applicable to industry. A famous example was the Statute of Appren- 
tices of 1563. Designed like early laws to check the rise in wages, it made 
labor compulsory, provided that the justices of the peace in each locality 
were to fix wage rates annually for different industries, and required 7 years 
of apprenticeship for those engaged in the crafts. Though it was not re- 
pealed until 1813, it was but poorly enforced during the preceding century. 
However, it provided an example which the colonies on occasion sought to 
imitate. On the other hand, the guilds were weakened by the development 
of new industries not enjoying the privileges or subject to the control of the 
old guilds, or by the fact that increasingly craftsmen seeking freedom from 
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guild control set up their shops outside the old town limits or in newly 
developed regions where guild control had not become entrenched. 

Although there were comparatively few improvements or inventions of 
far-reaching importance in the type of tools or machines used until after the 
middle of the eighteenth century, still the innovations made, combined 
with the growth in the volume of output, helped to bring in some changes 
in the organization of the trades and led to a very extensive development 
of what is called the “domestic” or “putting-out” system of industry. 
Many craftsmen continued to carry on production in small shops in their 
houses, employing only a few apprentices and journeymen and commonly 
selling the product direct to consumers. Others, operating on a larger scale, 
bought the raw materials and distributed them among laborers who worked 
them up in their own houses, returned the finished product to the employer, 
and received wages for their work. Sometimes, where the needed tools or 
machines were expensive, the employer provided the^^e as well. The em- 
ployer, thus securing a large stock of goods, often carried on a wholesale 
trade as well as making retail sales. This of course recjuired more capital 
and led to the growTh of a class of so-called “merchant-capitalist” em- 
ployers. 

In industries where water powder or a considerable plant and machinery 
were required, of course the work had to be done on the premises and the 
same naturally applied to mining enterprises. There w ere a few cases before 
the eighteenth century where a considerable group of workers and sub- 
stantial amounts of capital were employed in such undertakings, sometimes 
resorting to the joint-stock company form of organization, but nearly all 
production was carried on as a small-scale enterprise owned and operated 
by a single individual or a partnership. In the course of the eighteenth 
century, when more elaborate machinery was introduced and closer super- 
vision of the work became desirable, as in the stocking and silk manufac- 
tures, and still later more power-driven machinery was invented, as in the 
textile and iron manufactures, the factory system of production spread. 
The rapid rise of industrial capitalism may be said to date from the Indus- 
trial Revolution which took place in England between about 1770 and 1830. 

As the size of industrial and trading enterprises grew and more capital 
was required, there was greater need for financial methods and institutions 
that would stimulate saving, develop credit devices, and provide a more 
elliciently organized market for lendable funds so that capital would more 
readily flow to the enterprises where it was most needed. 

In medieval times, when most borrowing was to meet personal needs 
rather than for purposes of production expected to yield a profit, the 
Catholic Church had held that it was an un-Christian practice to take 
advantage of a person’s needs by charging interest on loans and so pro- 
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hibited it. But with the growing opportunities to use borrowed capital for 
gaining a profit, this attitude was slowly modified by various exceptions 
and finally reversed, first by the Protestants led by Calvin and ultimately 
by all, though usurious or excessive rates continued to be condemned and 
most countries fixed legal maxima. England first made interest legal in 
1545, the maximum being set at 10 per cent, but by 1713 this had been 
reduced to 5 per cent. Thus a stimulus was provided for the accumulation 
and lending of capital. 

In earlier times the merchant traders of the Continent had been one of 
the chief sources from which borrowed funds were obtained, and it was to 
this class that rulers frequently turned when in need of money. By the 
sixteenth century a similar group was arising in England. At the same 
time, with the growth of trade and the increase of m()ney in circulation, 
the money-changers became more important while growing wealth in- 
creased the business of the goldsmiths. As both of these groups required a 
place of safekeeping for their money, other people adopted the practice 
of depositing money with them so that they often had considfrable sums 
on hand ; in time they began to lend some of this money to borrowers and 
even to issue their own notes, thus creating a new type of ciedit instrument. 
Out of such developments commercial banking arose, starting in Italy and 
Spain, then spreading to the trading cities of Germany, France, and the 
Low Countries and still later to England where the first bank, the Bank of 
England, was chartered in 1694. Four years later, the London Stock 
Exchange was formed to provide an organized market for securities, l^y 
this time bills of exchange were in fairly common use and saved the expense 
and risks of transporting specie, while they might also be used as a device 
for extending credit. 

In both domestic and foreign trade England made great advances during 
these centuries. The comparative economic self-sufficiency of the medieval 
manor and small towns slowly gave way to a trend toward greater speciali- 
zation, division of labor, and the accompanying exchange of goods, pro- 
moted by better and cheaper transportation facilities and the increasing 
wealth of the growing population. In her export trade, manufactured goods 
tended to replace raw materials, notably so in the case of her great staple 
wool which after about 1600 was shipped out almost exclusively as finished 
cloth, and many of the new lines of manufactures that arose during this 
period contributed to this trade. Her imports, though still including fine 
textiles, wines, semitropical goods, and many products of the East, began 
also to include more raw materials for her manufactures and her expanding 
merchant marine and navy. 

As Englishmen took over this trade and established their own agencies 
abroad, the export of J^nglish goods was much more effectively promoted. 
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It was in the last half of the sixteenth century that many of the great 
chartered companies were organized to develop the trade with more distant 
lands and the regions opened up by the new discoveries. In the next century, 
starting with the aid of the more rigorous Navigation Laws of 1650-1663 
and the other attacks upon Holland’s supremacy in shipping, England 
launched a development which in the course of the following century gave 
her the dominant pasition among the world’s mercantile fleets, while the 
preeminence of her navy generally assured the control of the ocean routes 
so vital for her overseas trade. 

Throughout this period both the sovereign and Parliament, over which 
the rising mercantile interests obtained a growing influence, took a far 
more active interest in, and adopted a much more vigorous policy for, the 
development of foreign trade. The stronger central government provided 
more effective support and, backed by the rising spirit of nationality, the 
advancement of foreign trade was made a national affair and resolved itself 
into an international struggle for colonial empire, a contest in which the 
American colonies on the Continent began to play a rather humble part. 
In this struggle the economic policy that largely governed the action of 
England, as well as that of other nations, was what is known as the 
“Mercantile System.” As this policy was destined to play an important 
part in the political and economic history of the colonies, it is essential to 
describe its characteristics. 

The Mercantile System and the Colonies. Mercantilism, though 
commonly referred to as a system, was neither a clearly defined set of 
precepts nor a logically coherent theoretical system. Its supporters varied 
greatly between different periods and different countries as to the par- 
ticular measures that should be adopted, and private rather than public 
interests often dominated their actions. Other objectives besides the eco- 
nomic were frequently involved, and the measures actually adopted were 
apt to reflect an effort to meet the problems of the day in a pragmatic 
manner. Still there is enough that was fairly common in the statements of 
policy and the type of measures employed to justify a generalized summary 
of the leading features of the system. 

Mercantilism had as its main objective the building up of the power and 
wealth of the nation through economic means. With the rising spirit of 
nationality, the central government with its increased powers now sought 
to augment the strength of the nation in much the same manner as the 
large trading cities had tried to advance themselves in earlier times. 
Besides, the growing activities of the king and the central government 
required far more revenue to support them, and the development of a 
country’s industry and trade increased the wealth from which this revenue 
could be obtained. But mercantilism was also a product of the growing 
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importance of wealth and capital and command of economic resources as a 
vital factor in the struggle for survival in the wars arising from the intensi- 
fied international rivalries of the time. The personal service and the fighting 
forces formerly supplied by the feudal lords and their retainers no longer 
sufficed after the introduction of firearms and the establishment of standing 
armies and large navies with all the heavy expense in peacetime as well as 
wartime that these involved. Ever since feudal times the steadily growing 
trend toward the mechanization of warfare — much more rapid than ever in 
the twentieth century — has made modern war far more dependent on eco- 
nomic resources and their efficient mobilization than on mere man power. 

The mercantilists attached especial importance to certain means for 
building up the economic resources and wealth of a nation. One was the 
accumulation of a large quantity of money in the country, in the belief 
that a great store of the precious metals was vital in time of war, especially 
at a time when credit institutions were poorly developed. There w as also a 
belief, far less justified and due to ignorance of the principles of money and 
international trade, that in general money was a peculiarly desirable form 
of wealth as compared with most commodities. Where a country did not 
possess mines yielding the precious metals, the chief method of obtaining 
money was through trade. When a country sold goods or services to other 
countries in excess of the value of things bought from them, money flowed 
in to settle the difference, and the balance of trade or indebtedness was said 
to be favorable; when this situation was reversed, it was said to be unfavor- 
able. The mercantilists hence sought to favor all trade with countries that 
showed a favorable balance and to restrict the trade that was unfavorable 
or regulate it to secure a favorable balance. 

In consequence, there developed a great mass of legislation designed to 
restrict or prohibit the export of money, to check imports from countries 
where the trade balance was unfavorable, and to increase exports. Some- 
times, as in the case of England’s trade with India which showed an un- 
favorable balance, the objection raised was overcome if it could be shown 
that these imports were later reexported and so helped to create a favorable 
balance in the trade with some other country, ft was a favorable balance 
in the total of transactions with all countries that was the primary concern. 

A second objective emphasized by the mercantilists was the building up 
of a large mercantile marine. This would reduce the freight charges paid 
to foreign shipowners and so lessen the drain of specie; also, if native ship- 
ping were employed by foreigners, it might bring money in. In addition, 
the merchant marine would train up a large body of sailors and provide 
auxiliary ships that would help strengthen the navy in time of war. Hence 
various regulations were adopted designed to confine much of the carrying 
trade to domestically built and owned shipping. 
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A third objective of mercantilism was to develop domestic industry and 
provide full employment for labor by keeping rival foreign goods out of 
the home market and securing as wide a market as possible for domestic 
goods in foreign countries. Also, where necessary, it was the purpose to 
ensure an abundant supply of the requisite raw materials either at home or 
from abroad. Hence the export of domestic raw materials was checked, and 
favorable trade arrangements with other countries or the acquisition of 
colonies was advocated to obtain those that had to be imported. 

A fourth objective was to produce at home a sufficient quantity of such 
foodstuffs as the country was capable of growing so that it would not be 
dependent upon foreign sources of supply, particularly in time of war; if a 
surplus for export was also available, so much the better. Protective duties 
tending to check imports, keep up prices, and stimulate production were 
employed to attain this end. 

It may be pointed out, finally, that the combined tendency of these 
different objectives was to make a country economically self-sufficing and 
independent. Also, as put into practice, this policy involved an extensive 
system of government control and regulation, for it was based on the belief 
that individuals, if left free to follow their own interest, would frequently 
engage in activities that might injure the nation. It also reflected something 
of the old medieval idea that trade was not likely to be beneficial to both 
parties to an exchange and hat one gained was at the expense of the other. 
Thus mercantilism seriously circumscribed freedom of individual initiative 
and freedom of trade. 

From this brief survey of the objectives of mercantilism, it is obvious 
that the acquisition of colonies might prove of very great aid in furthering 
their attainment. Colonies might yield raw^ materials or other products 
required by the mother country or such as were in demand for reexport 
to other countries; they might possess mines producing the precious metals; 
their markets would afford an additional outlet for home manufactures: 
their exploitation would provide an opportunity for the investment of 
capital; surplus population might find a home there and not be lost to other 
nations; the control of colonial trade would yield additional profits to mer- 
chants and further the expansion of the merchant marine. All these would 
help to increase the country’s stock of money, augment the profiU of 
industry and trade, add to the national revenue, and make the nation 
more nearly economically self-sufficing and independent. 

The International Struggle for Colonies. It was these mercantile 
ideals, combined with the great economic opportunities that came with the 
discovery of the New World and ocean routes to the Far East, that led to 
the keen struggle for colonial empires among the nations of western Europe, 
beginning with the sixteenth century, and started an economic and j)olili('al 
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rivalry that has continued down to the present day. Though distinctly 
abated for a period after the Napoleonic wars, the past 60-odd years have 
witnessed a revival, sometimes called “neomercantilism,” and we can see 
in the events of this period and the forces that helped to bring on the First 
World War as well as in the intensified spirit of nationalism that char- 
acterized its aftermath and brought on the Second World War, many of the 
policies and ideals that underlay the old Mercantile System. 

This struggle had widely ramifying reactions upon the political and 
economic history of the American colonies, not only because of the wars 
in which the colonies became involved but also because England’s attitude 
and policy toward them were so largely shaped by mercantilist objectives. 
\s the colonial empire of the different nations attained increased impor- 
tance, the effort to ensure some balance between them became, especially 
in the eighteenth century, a factor in the struggle to maintain the balance 
of power in Europe. In the course of this rivalry we see firsi, one naf Ion and 
then another rising to a position of dominance, the success of each arousing 
the envy of others, who ravaged the commerce, seized the colonies, and 
tried to build up a colonial empire of their own on the spoils. 

In the sixteenth century, this supremacy fell to Spain and Portugal whose 
explorers had led in the discoveries. A papal bull of 1493. modified by later 
treaties, divided the world where discovery would confer title between 
these two nations. As the dividing line was drawn, Spain secured the 
western portion including the Americas, except eastern Brazil, and the 
Philippines in the Pacific; while Portugal got the eastern portion including 
Brazil, the western and southern coasts of Africa, settlements in India and 
the East Indies. Spain, which in 1500 had a population of about 7 million, 
was at the zenith of her power during the sixteenth century and also was 
in control of Portugal during the period 1581-1640, but from the opening 
of the seventeenth century on, Spain’s strength rapidly dwindled. Much of 
the subsequent struggle for colonies centered about the efforts of other 
nations to break down the colonial trade monopolies and seize the posses- 
sions of these two countries. 

That Spain was not invincible was shown w^hen little Holland declared 
her independence in 1581 and the attempted invasion of England in 1588 
failed, while English sea rovers continued to prey upon her trade. An 
inef&cient economic system, domestic and colonial, combined with the 
waste of endless wars undermined the country’s strength, despite t he con- 
tinued inflow of the precious metals from her colonies. Portugal regained 
her independence in 1640 and Holland secured the recognition of hers in 
1648, while in the New World Spain was forced to yield one concession or 
colony after another before the insistent encroachments of other nations. 

Holland was the next country to attain great comrnerc^ial power and 
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durin#< tho first three quarters of the seventeenth century her fleets domi- 
nated the commerce of the world. While Portugal was subject to Spain, the 
Dutch seized Cape Colony, Ceylon, and the East Indies as well as trading 
posts in Africa, India, and the Malay Peninsula, thus gaining control of 
the rich trade with the Far East and a share in the slave trade. In the 
New World they wrested some of the West Indies from Spain, temporarily 
seized Brazil, and established the colonies of Dutch Guiana and New 
Netherland on the mainland. The success of Holland was the marvel of 
F^urope; her ships seemed to l>e everywhere and Amsterdam was the 
financial center of the period. But the small area and limited resources of 
the little nation were scarcely sufficient to enable her to cope successfully 
with F^ngland and France whose envy she aroused and who, about the 
middle of the seventeenth century, began a series of commercial restric- 
tions and wars which seriously impaired her trading and maritime suprem- 
acy. 

In the eighteenth century, Holland having been weakened, England and 
France turned upon one another. France under Louis XIV, with about 20 
million inhabitants, had become the greatest power in western Europe; but 
the rapid rise of F^ngland, since Holland’s decline now dominant on the 
seas, produced a dangerous rival. They had already clashed in the New 
World in their efforts to extend their possessions there during the seven- 
teenth century, partly through conquest of some of the Spanish West 
Indies and partly through settlements on the mainland along the North 
Atlantic coast. When the will of the King of Spain bequeathed all the 
Spanish dominions to the grandson of Louis XIV in 1700, England joined 
the other powers in the War of the Spanish Succession (1701-1713) to 
prevent Bourbon dominance. Only a fortunate turn of political events saved 
IVance from a disastrous outcome, and as it was she gave up Acadia, 
Newfoundland, and the Hudson Bay country to England in the Peace of 
Utrecht in 1713. The rivalry came to a climax in the Seven Years’ War 
(1756-1763) which resulted in a great victory for England. The French 
were practically driven from India, and British power was first firmly 
established there; in North America France lost all her possessions on the 
continent, Canada and the eastern portion of the Mississippi Valley going 
to England, while the western portion of FYench Louisiana went to Spain 
which country turned the Floridas over to England. '^Thus the English 
colonies were finally relieved of the French menace from the west and the 
north which had always hemmed them in and made them dependent on 
England for protection. 

It must be emphasized, however, that in this long struggle the colonies 
on the mainland of North America played a relatively unimportant part. 
From the European mercantilist point of view, the control of the trade 
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with India, with the Spice Islands, with the gold- and silver-producing 
Mexico and Peru, or with the sugar islands of the West Indies was far more 
valuable than that of the thirteen colonies on the mainland. France attached 
almost no value to her vast Louisiana territory, today one of the richest 
agricultural regions in the world, but in the eighteenth century only an 
economic liability. In 1760, England was uncertain whether in the pro- 
spective treaty of peace with France it would be wiser to retain Canada or 
the little island of Guadeloupe in the West Indies, and Benjamin Franklin 
was doing his utmost to secure a decision in favor of Canada. 

The reason for this attitude is to be found in the objectives of I he Mercan- 
tile System, especially the desire to build up an empire that should be 
economically self-sufficing. Obviously countries like England and France, 
in the Temperate Zone, would particularly desire colonies in the tropics 
passessing natural resources and products such as they lacked. Thus the 
West Indies, growing sugar, coffee, cotton, tobacco, indigo, and various 
dyewoods, fitted in with their needs. Also, since these colonies required 
but did not produce many agricultural products and manufactuies available 
in the mother country, their market provided an additional outlet for such 
goods. On the other hand, the colonies on the mainland in the Temperate 
Zone produced much the same things as did England. This was less true 
of the Southern colonies with their tobacco, rice, indigo, and naval stores; 
but even these did not rival in importance the products of the West Indies. 
The Northern colonies, aside from furs, fish, and timber products for ship- 
ping, yielded little not available in England. Even such manufactures as 
they developed tended only to displace English goods, and they were often 
spoken of as “barren” colonies. It was only around the middle of the 
eighteenth century that the far more rapidly growing white population of 
the colonies on the mainland and the rise in their imports from England 
led the mother country to value them somewhat more highly than pre- 
viously. 

If any of the nations of Europe engaged in the struggle for colonial empire 
at this period had had the slightest conception of what the course of 
developments in the nineteenth century was to bring about, the fate of 
the thirteen colonies might have been very different. But this is only one 
of the innumerable lessons of history showing how vital and fundamental 

factor in the fate of nations some attempt to study and forecast future 
developments, supremely difficult as it is, may prove to be. Yet the nation 
that fails to do so is simply gambling with the fates. 
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THE FOUNDING OF THE COLONIES AND 
THE GROWTH OF POPULATION 


The Groups and Motives Promoting Settlement. In the movement 
that led to the establishment of the colonies, there were three groups whose 
activities were a factor in the results achieved: (1) the governments, (2) the 
people who migratkl to the colonies, (3) the trading companies or pro- 
prietors who promoted and helped finance the enterprises. In the case of 
each group, varied motives lay back of their action though the most promi- 
nent were religious, political, or economic in character. 

In the case of the governments, religious motives played a minor part 
but were not without influence. The prospect of converting the savages to 
Christianity made its appeal to many, and in the keen rivalry between 
Protestants and Catholics the establishment of one or the other faith in 
the colonies was regarded as so much strength gained. Also, the close 
connection between Church and state accentuated this religious motive. 
It was most prominent before the eighteenth century and played a greater 
part in Siiain and France than in England. Vastly more influential in 
governmental action were the economic and political motives back of the 
dominating mercantilist policy, as described in Chap. III. 

Among those who migrated to the colonies the religious motive was 
strongest in the groups that came during the seventeenth century before 
the subsidence of the persecutions aroused by the Reformation. This was 
reflected in the Purilan exodus to New England before 1640, the movement 
of churchmen to Virginia during the Protectorate, the later influx of 
Quakers into l^ennsylvania and elsewhere, the Huguenots who fled from 
France after the revocation of the Edict of Nantes in 1685, the Lutherans, 
Mennonites, and Moravians of Germany seeking to escape religious perse- 
cution and the ravages of war in the early eighteenth century, and the 
Scotch-Irish desiring to flee from similar troubles in Ireland. 

Purely political oppression was a relatively unimportant factor as far as 
most immigrants were concerned, being most marked in the case of those 
who sought refuge in Maryland and Virginia during the period of Crom- 
well’s Protectorate. 

Economic motives, though often combined with others, were doubtless 
the dominant influence in the case of the vast majority of those who of their 
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own free will came to settle in the colonies, particularly during the eight- 
eenth century. In colonial times, as ever since, it was the hope of bettering 
their material condition that led them to undergo the expense, the hard- 
ships, the loss of home ties, and other difliculties incident to migration to 
the New World. Still more so in the case of those who came through force — 
the slaves, the kidnapped, the criminals, and the paupers — economic 
motives, the lu^ed of cheap labor, and the desire to lessen the burden of 
public support of jails and poorhouses, dominated. 

In the case of the third group, those engaged in the promotion of colonial 
settlements, the economic motive was even more influential, though reli- 
gious, political, and even philanthropic ideals were sometimes in evidence. 
In Spain and France the government provided much of the financial support 
required for the establishment and maintenance of the colonies, but in 
England it did little more than make land grants and afford encouragement 
and protection while the supplying of funds and initiative was largely left 
to private enterprise, which was allowed far greater freedom of action than 
in the other countries. This private enterprise in England took two main 
forms: (1) the trading company, chiefly interested in the profits to be ob- 
tained by the development of trade, and (2) the proprietors who received 
large grants of land from the king and hoped to obtain a handsome income 
by building up great landed estates with many of the rights of a feudal 
lord. 

That a large outlay of money would be required to found an enduring 
settlement was made plain by the various projects that only ended in 
disaster. The first two English attempts to found a colony — those of Gilbert 
in Newfoundland and Raleigh in North Carolina — were made under pro- 
prietary grants and ended in failures. The first successful English settle- 
ments, those in Virginia and Massachusetts, were promoted by trading 
companies possessing greater financial resources. These were modeled on 
the companies carrying on much of England's overseas trade at this period. 
But the problem they faced was very different from that of the companies 
trading with countries like Russia, Turkey, or India, which already had a 
fairly advanced civilization and produced many commodities much desired 
in England. In America, on the other hand, since the only commodity ob- 
tainable from the Indians that England wanted was furs, it was necessary 
for any company desirous of developing a successful trade to bring over 
settlers who would develop the country’s resources. Thus these trading 
companies were forced to undertake colonization. 

The Settlement at Jamestown. In 1606, King James issued the 
Virginia Charter authorizing settlement by two groups: the London Com- 
pany receiving a grant of land between the 34th and the 38th parallels of 
north latitude and the Plymouth Company the land between the 41st and 
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the 45th parallels, the intervening region being open to either. Nobles, 
government officials, and merchants subscribed the funds which were 
invested in ships, supplies, and other necessities; a group of settlers was 
enlisted, and both companies promptly sent forth expeditions which 
reached America in 1607. That of the Plymouth Cf)mpany located on the 
Kennebec River in Maine, but inefficient management, the poor quality 
of the settlers, and trouble with the Indians led to the abandonment of the 
settlement the following year. 

The expedition of three vessels with 120 people sent out by the I^ndon 
Company which founded Jamestown in 1607 just barely escaped this 
common fate. Scarcity of food, sickness, and Indian attacks caused great 
suffering and, in spite of new arrivals and supplies received the next year, 
by the spring of 1609 barely a quarter of those who had left England still 
survived. To resuscitate the colony a new charter for a joint-stock company 
with a much larger land grant was obtained in that year and another fleet 
of nine ships with about 500 emigrants was sent out. Yet a year later be- 
tween disease, Indian attacks, and starvation, despite resort to cannibalism, 
there were only 150 still alive in the settlement. It was then decided to 
abandon the colony and survivors were on their way down the river when 
they met another ship bringing food and new recruits and were induced 
to turn back. 

Thereafter under the vigorous, autocratic administrations of Smith and 
Dale more attention was given to raising the needed food instead of the 
impracticable semitropical products that England hoped the colony would 
yield or the vain search for gold. Also the system whereby all that the 
settlers produced w^as turned into a common pool so that there was little 
incentive to individual effort was mcKlified, first by allowing each to retain 
the produce of a portion of the land and eventually his whole output. 

When, about 1616, a satisfactory method for curing the tobacco, which 
the Indians taught them how to raise, was introduced, they at last found a 
profitable product such as England wanted, despite the king’s fulminations 
against the noxious weed, and from then on the success of the colony was 
assured. 

By 1625 the settlement held about 1,100 people though over 5,000 had 
left England to join the colony and the trading company had raised some 
£200,000, the equivalent of several million dollars Uxlay, to finance the 
enterprise. Yet the company had secured little in the way of profits, its 
members were unwilling to sink more money in the enterprise, and it faced 
bankruptcy. Finally, disputes with the king led to the annulment of the 
charter in 1624 and Virginia then became a crown colony, an outcome des- 
tined to be the fate of most of the colonies in the course of time. However, 
the trading company, even if a financial failure, had served a purjx)se, for 




58 


THE C^OLONIAL PERIOD 


through its perseverance and the accompanying outlay of money, labor, 
and human life the colony was kept alive until it became self-supporting. 

The Massachusetts Settlements. It was also the London Company 
that made a grant of land to the Pilgrims, but this proved inoperative for 
the settlement that they made at Plymouth in 1620 was found to be beyond 
the limits of Virginia. The group then drew up their own Mayflower Com- 
pact to provide a basis for the social control of the settlers. To finance the 
enterprise a group of merchants subscribed some £7,000 to the shares of a 
company valued at £10 each and the emigrants were given one share 
apiece. The produce of the colonists was to be turned into a common pool, 
and at the end of 7 years the property of the company was to be divided 
up among all the shareholders. This plan resulted in much the same inefii- 
ciency and discontent as in Virginia, and in 1623 a plot of land was tem- 
porarily assigned to each family to cultivate for itself. Though the location 
was far healthier than that at Jamestown and relations with the Indians 
much better, thus decreasing the proportion of deaths, the little group 
experienced dire suffering and, when another lot of sixty settlers arrived in 
1623, the outlook was most discouraging. However, the more homogeneous 
character of the group assured greater harmony, and the intense religious 
zeal and austere moral idealism that had brought these people into the 
wilderness inspired them with a firm determination to face its hardships 
and trials in a spirit that was bound to conquer. At Plymouth, as at the 
later Puritan settlements in New England, this religious idealism was an 
important factor in the successful founding of the colonies, to say nothing 
of its profound influence on their later religious, political, and social develop- 
ment. But those who financed the Pilgrims’ enterprise only siift’ered a loss, 
and in 1627 the colony bought out their interest for £1,800. 

The next important settlement was carried out by the Massachusetts 
Bay Company. In 1628, a group primarily interested in trade and fishing 
secured a grant of land from the Council for New England; in the following 
year a royal charter incorporated them as the Massachusetts Bay Company, 
and a small expedition was sent out to the little settlement at Salem which 
had been made by those who had abandoned an earlier attempt to establish 
a fishing post at Gloucester. Subsequently, a group of Nonconformists 
arranged with the company to migrate, provided the government and con- 
<trol were transferred to Massachusetts. This being agreed to, the Great 
Emigration began in 1630 during which year some 2,000 colonists went to 
Massachusetts. The first arrivals, finding the people at Salem in sad 
straits from sickness and lack of food, decided to settle at Boston, though 
conditions were so discouraging that over 200 returned to England when 
the fleet sailed home. After a hard winter, during which many died, new 
supplies arrived from England and also welcome corn from Virginia. 
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Thereafter conditions improved and the development of the fisheries, like 
that of tobacco in Virginia, greatly aided in making the colony self-sus- 
taining. The large migration continued up to about 1640 and the population 
of Massachusetts Bay, estimated at 4,000 In 1634, had risen to over 16,000 
by 1643. The cost of the supplies and transportation plus the personal 
outlays during this period amounted to nearly £600,000. Thus another col- 
ony was firmly established. 

Once two or three colonies had become firmly established, the develop- 
ment of other colonies was a much less difficult undertaking. Later comers 
could learn from the mistakes of the first settlers, and the existing settle- 
ments provided a safe base from which new undertakings could be initiated. 
Thus the first settlements in Rhode Island and Connecticut, made in the 
decade following 1635, were due to the migration of small groups from 
Massachusetts; that in Rhode Island led by Roger Williams was made by a 
group seeking greater political and religious freedom while those who 
founded the Connecticut River towns from Hartford north sought more 
fertile land. Separate Puritan groups from England established Saybrook 
at the mouth of the river, and New Haven. A clear title to the land was not 
secured until 1662-1663 when Charles H granted I he two colonies of Rhode 
Island and Connecticut, into which the various settlements had been 
merged, royal charters with provisions so liberal that they continued in 
use well into the nineteenth century. 

The Dutch Setlleineiils. Meanwhile a Dutch trading company was 
endeavoring to build up ancHher colony. Following Hudson's explorations, 
the Dutch had established a trading post at New York in 1613 and the 
next year a grant of land between the 10th and 45lh parallels w as made to a 
company which was succeeded by the Dutch West India Company in 1621. 
It made numerous grants of land to settlers in the region betw^een the 
Connecticut and the Delaware rivers. In 1626, Manhattan Island was 
bought from the Indians for $24 and New Amsterdam foimded. Staurting 
in 1629 the company, in the effort to attract more settlers, offered large 
tracts of land, including many feudal rights and known as patroonships, to 
those who brought over fifty families; yet despite its efforts the population 
grew very slowly. The company sought to monopolize all trade, and its 
officials were often incompetent or corrupt while the settlers complained 
of its restrictions. It finally became bankrupt. 

English colonists drove the Dutch from Connecticut, and then in 1655 
the Dutch seized a little settlement that a group of Swedes and Finns had 
established on the lower Delaware in 1638. Finally, in 1664, New Nether- 
land was conquered by the English and Dutch control of this strategic 
position in the midst of the English colonies was thus eliminated. At this 
lime the population of the colony was around 7,000 and, although agricul- 
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lure had been developed so that local needs were amply supplied, the 
colony’s trade was based largely on furs obtained from the Indians. 

With the conquest of New Netherland, the last of the trading companies 
instrumental in the establishment of the colonies disappeared. They had 
played their part in providing the organization and most of the financing 
that made possible the successful establishment of the first colonies in 
Virginia, Massachusetts, and New York. Hut from the point of view of the 
financial backers of these enterprises they were a failure, and control of the 
colonies eventually passed to the crown or to the colonists themselves. In 
the rest of the colonies, except Georgia, the promotion and financing of the 
early settlements were largely undertaken by individual or group pro- 
prietors yet, with a few exceptions, the results obtained were, from a 
financial point of view, not unlike those of the trading companies. 

The Settlements in Proprietary Colonies. The proprietary grants 
were made by the king, generally to individuals whom he wished to reward 
or, as in the case of Penn, to whom he was in debt. The holders of such 
grants, who also received extensive powers of government, hoped to build 
up great landed estates in some respects similar to the manorial estates of 
feudal times. Although their chief reliance was upon the income from the 
rentals or sale of land and a few manorial rights, they expected to profit 
from the development of trade. The difficulties that they faced in the effort 
to achieve these ends were similar to those of the trading companies, for 
before they could obtain any appreciable income from their land, settlers 
had to be brought over and the resources developed; yet the proprietors 
generally possessed even less means for financing this than did the trading 
companies. 

In 1623, a grant of the land between the Merrimac and Kennebec rivers 
together with a monopoly of the fisheries and trade was made t o Gorges 
and Mason who later divided the region, Mason getting New Hampshire 
and Gorges Maine. Neither proprietor did much to colonize his grant, but 
small settlements, chiefly devoted to the fisheries and lumbering, were grad- 
ually established. Massachusetts laid claim to Maine in 1652 and finally 
bought out the proprietors in 1677; New Hampshire passed to the crown 
in 1680. The growth of both colonies was slow and depended chiefly on 
individual migration from England or the other colonies. 

Maryland was granted to Lord Baltimore in 1632, and he also received 
extensive powers of government and feudal rights. He sought not only to 
build up a large landed estate but also to provide a refuge for persecuted 
Catholics. The first settlers arrived in 1634, and each received a grant of 
50 acres of land subject to a small annual quitrent charge. The experience 
of Virginia having shown the way, the settlers quickly developed a suc- 
cessful colony chiefly raising tobacco. 
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The Duke of York who received the proprietary grant of the region 
taken from the Dutch sold the portion constituting New Jersey to two 
proprietors who eventually disposed of it to other groups. Ineflicient man- 
agement and constant disputes with the settlers resulted in New Jersey’s 
becoming a crown colony in 1702. Meanwhile such growth as took place 
was due more to the influx of independent settlers from England or the 
other colonies than to efforts of the proprietors. The portion of the pro- 
prietary grant that was retained by the Duke of York constituted the 
province of New York and became a crown colony when the Duke ascended 
the throne as James 11 in 1683. 

In 1681, Pennsylvania was granted to William Penn who was interested 
in founding a refuge for the persecuted Quakers as well as in personal gain. 
Founded at a relatively late date, this colony enjoyed an unprecedentedly 
rapid growth from the very start, partly by taking advantage of the earlier 
experience of others but chiefly because the benevolent spirit of Penn led 
to the adoption of religious toleration, generous land laws, and a degree of 
political freedom which at once attracted a large influx of settlers. The 
industry and thrift of the Quaker immigrants and later of the Germans 
combined with the fertile soil and the relatively wise control of the pro- 
prietors soon made this one of the most peaceful and prosperous of the 
colonies. Together with Delaware, also under the Penns, and Mainland, 
it remained, with but a brief interruption, under proprietary control until 
the Revolution, these three being the only proprietary governments not 
eventually taken over by the crown. 

In the Carolinas, except for a few settlers from Virginia, no development 
took place until after the grant of this region in 1663-1665 to a group of 
proprietors who laid plans for introducing a landed aristocracy. Charleston 
was founded in 1670 by settlers coming largely from the Barbados; but 
the proprietary control proved inefficient and tyrannical, the colony grew 
very slowly, and finally the government and most of the proprietors’ lands 
were taken over by the crown in 1729. 

Georgia was settled under a grant made in 1732 to a group of philan- 
thropists headed by Oglethorpe. It was intended as a colony where those 
imprisoned for debt and other unfortunates could secure a chance to make a 
new start in life. A corporation was formed to finance it and Parliament 
appropriated £10,000 for the purpose. Control was vested in a group of 
trustees, but their management was inefficient, and in 1751 it also became 
a crown colony. 

The Effects of the Proprietors' Efforts al Seltleiiieiit. Although the 
proprietors commonly provided the initiative, the organization, and some 
of the financing necessary to the earliest vsettlements in their grants, their 
activities were usually a minor factor — not infrequently a retarding one — 
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in the subsequent growth of settlement. Few proprietors succeeded in 
building up the large landed estates hoped for. It is to be noted that the 
two most successful, those in Pennsylvania and Maryland, were cases where 
there was an individual proprietor rather than a group and that he, es- 
pecially in the case of Pennsylvania, was interested, at least in the earlier 
years, in something more than the profits to be obtained from the grant 
and was reasonably tolerant in his attitude toward the settlers. In the 
cases of group proprietorships, the grantees, seeking only profits, wrangled 
among themselves and neglected the interests of the settlers till the crown 
took over control. Under a royal government the provincial assemblies, 
always interested in attracting settlers, found it distinctly easier to secure 
measures that would further this end. 

It is most important to appreciate the reaction of the ellbrls of the early 
trading companies and the later colonial governments as well as those of 
the proprietors upon the social life and institutions of the colonies. Outside 
of political or religious rights, the proprietors had little to offer the emi- 
grants but grants of land, for they were land-poor. Yet land was so abun- 
dant and the competition of the different groups for set tlers so keen that 
generous grants on fairly easy terms — usually a low qiiitrcnt — had to be 
offered to secure immigrants. This made it impossible for the proprietors 
to obtain the large returns hoped for from their estates and unwise to try 
and impose any serious feudal obligations. One result was that only a mere 
vestige of such feudal customs as still survived in England was transplanted 
in the colonies. Also, this same competition for settlers put pressure on all 
groups throughout colonial history to afford the colonists greater political 
and religious freedom. The liberal conditions in Pennsylvania tended to 
force concessions elsewhere, though the theocracies of New England might 
repel immigrants whose religion was disliked. This economic situation, by 
promoting economic, political, and religious freedom, contributed to the 
development of the spirit of individualism and liberty. 

Other Factors Aiding Migration. Though the activities of trading 
companies and proprietors were essential in the establishment of the earlier 
settlements, the ultimate growth of the colonies, as far as it depended upon 
free immigrants, was due chiefly to the initiative of individuals who came 
in a steadily increasing stream in the hope of bettering their material con- 
dition in the New World. Once settlements had been firmly established, it 
was not difficult for an immigrant to get a start in the colonies provided 
the heavy cost of the voyage, perhaps £6 to £10 — in those days a large 
Bum — could be met. For one lacking the money this obstacle was overcome 
by an agreement or indentureship under which he sold his services for a 
period of years, usually four to seven, to cover the cost of his passage across 
the ocean. On landing, the shipowner or other person to whom he had given 
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the indenture sold the right to his services to a colonist and thus secured 
payment for the passage. As distinct from such an indentured servant, the 
free-wilier or redemptioner was one who was given a chance to indenture 
himself after his arrival and use the proceeds to pay for his passage. This 
system, which was used by a great many immigrants, provided another 
means for financing the oversea migration. 

Besides those who emigrated of their own free will a substantial addition 
to colonial population was made by those who were brought over by force, 
such as the convicts, felons, and paupers sent over by England or those 
who were kidnapped, and, far more numerous, the constantly rising import 
of slaves. 

The Relations between the Colonists and the Indians. Before the 
subsequent growth of colonial population is described, it is important to 
note the character of the relations between the settlers and the Indians, 
since this had important consequences, both economic and social, and 
differed markedly from that in the French and the Spanish colonies. 

As previously noted, the civilization brought over by the white man was 
so infinitely superior to that of the red man that the latter was completely 
at the mercy of the former. The whites were free to choose: they could live 
with the natives and try to lift them to a higher plane of civilization; they 
could in time annihilate them; they could treat them as a separate nation, 
bargain for or seize their land and trade with them, but generally hold aloof 
from any close association. The first course was the one most generally 
followed by the Spaniards and, to a less degree, by the French; the English 
for the most part chose the last. 

Although the early Spanish conquerors almost exterminated the natives 
in the West Indies through war and slavery, at a later period their attitude 
toward those on the mainland was much modified, chiefly through the 
influence of the Church and its missionaries. These servants of the Church 
labored incessantly not only to Christianize the natives but to protect them, 
educate them, and instruct them in agriculture and the handicrafts. They 
were chiefly responsible for such progress in civilization as the natives 
attained. Also, many Spaniards lived among the natives and married them. 
The significant consequences are seen today in the survival of the Indian 
tribes in Latin-American countries and the presence of a large element of 
mixed bloods in the population. In the colonies of France, a very similar 
attitude prevailed, but the smaller number of emigrants and the shorter 
period of control in Canada and Louisiana made the consequences less 
important. 

In the English colonies, on the other hand, very little effort was made to 
civilize the Indians. Some missionaries went among them and a few Indian 
schools were established, but practically all the whites lived entirely apart 
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aad had no contact with the natives except to bargain for their furs or 
their lands. As the white settlements expanded and more land was wanted, 
the Indians under pressure, often involving war, were forced to give up 
one portion after another of their hunting grounds. The typical frontiers- 
man’s attitude was that the only good Indian was a dead Indian. Finally, 
in the last quarter of the nineteenth century, having been pushed back far 
to the West and there surrounded on all sides by the inrush of white settlers, 
such Indians as remained were enabled to survive only by the nation’s 
adopting them as its wards and by a policy of paternalism that protected 
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them, at least in part, from the avariciousness of the dominant whites. 
In consequence, the number of pure- or part-blooded Indians in the popula- 
tion today is insignificant — a fact of vital importance in the economic and 
social history of the country. 

The Growth of Population and Immigration. The growth of popula- 
tion in the colonies was a product of two factors: (1) the natmal rate of 
increase determined by the excess of births over deaths, which tended to 
be relatively high, and (2) the net immigration. The early settlements in 
Virginia and Massachusetts were the centers that attracted the greater 
portion of immigrants during the first three-quarters of the seventeenth 
century. Up to about 1640, the New England colonies enjoyed the most 
rapid growth, due chiefly to the Puritan exodus from England. At that date 
there were perhaps 28,000 whites in the colonies, the larger portion in 
New England and most of the rest in Virginia. By 1660, the number had 
risen to around 85,000 and by 1700 to some 275,000. It was between these 
years that the middle colonies began to grow more rapidly, notably Penn- 
sylvania with its influx of Quakers after 1681. From the settlements along 
the Delaware, colonists spread over southern New Jersey while the northern 
portion of that province received an influx from New York and southern 
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New England. In New York the growth was less rapid, owing to the 
Indians and the restrictive land laws. Maryland and Virginia steadily 
advanced, immigration being augmented by the indentured servants, 
paupers, criminals, and slaves. With the filling in of the tidewater section. 



Fio. 5. Line of frontier settlement, 1700 and 1775. {Hased on C. (). Paullin, “ W/(/.n tf/ 
the Historical Geography of the United StaieSy' New York, 1032, by permission of the 
American Geographical Society of New York.) 

settlers began to move toward the uplands and into North Carolina. The 
distant settlement in South Carolina, though receiving some French 
Huguenots, advanced rather slowly. 

By 1700 there was a fairly continuous line of settlements stretching from 
the Kennebec River in Maine along the coast to New York, then across 
New Jersey to the Delaware and down both of its banks to its mouth, 
spreading out over the land adjacent to Chesapeake Bay and southward 
over the tidewater region of Virginia to Albemarle Sound. Far to the south 
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was the small colony about Charleston (see the map on page 65). For the 
most part these settlements were within 50 miles of the coast and, where 
more distant, they were usually along the river valleys stretching into the 
interior such as the Connecticut, the Hudson, and the Delaware. Up to 
this time the stock was almost entirely of English origin. Aside from small 
groups of Dutch, Germans, Scotch-Irish, French Huguenots, and about 
22,000 African Negro slaves, it constituted a racially homogeneous group, 
largely drawn from the middle and lower classes of England. 

During the eighteenth century, the population of the colonies continued 
to increase at a very rapid rate, rising to totals estimated at about 500,000 
in 1720, 900,000 in 1740, and 2,500,000 by 1775. In fact from 1660 up to 
the Revolution, an increase of around one-third every decade seems to 
have been very steadily maintained. 

During the eighteenth century, the influx of immigrants steadily 
mounted, and it is to be noted that in this period three groups which had 
theretofore contributed relatively little to the inflow became much more 
important; (1) the Scotch-Irish, (2) the Germans, and (3) the Negro slaves. 

The Scotch-Irish had their origin in a migration from Scotland to north- 
ern Ireland early in the seventeenth century. This group of dour, puritan- 
ical Presbyterians settling among the emotional Celtic and Catholic people 
of Ireland laid the foundations of a discord that has rent that island ever 
since. At that period, however, this group sought escape from economic 
and religious repressions imposed by England. Their migration to the 
colonies first attained importance after 1713. A few settled in New England 
but most went to the middle colonies, especially to Pennsylvania. They 
tended to settle on the frontier and then, as the region up to the Alleghenies 
was filled in, they began to push southward into western Maryland and 
from the 1730’s on were advancing up the valley of the Shenandoah in 
Virginia and into the uplands of the Carolinas. Still others went direct 
*to the Southern colonies, usually settling on the frontier, which their 
aggressiveness well fitted them to defend. This influx into the uplands of 
the South, together with that of the Germans and a smaller group of Quak- 
ers, resulted in the region’s being settled by small farmers, seldom owning 
slaves, and of non-Anglican faiths, very different in type, origin, and religion 
from the planters who dominated the tidewater section, a difference that 
later led to much dissension. 

The greater portion of the Germans seeking to escape religious persecu- 
tion or the ravages of war came from the Rhine Valley. One group founded 
New Bern in North Carolina, another settled in the Mohawk Valley in 
New York, but the greater portion, induced by Penn’s agents, went to 
Pennsylvania, and in the decade following 1717 they arrived in such 
numbers as to alarm the people, who feared the colony would become a 
German state. Still the influx continued, many of the later comers pushing 
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on to settle in the uplands of the South, while in Pennsylvania they came 
to make up nearly a third of the population. The surviving group known 
as the “Pennsylvania Dutch” is a result of their clannish tendency. They 
were peaceful, hard-working, careful, and thrifty farmers, among the most 
successful in the colonies. 

The influx of the third group, the Negro slaves, will be described sub- 
sequently. Here it will suflice to note that, although the first slaves were 
brought to Jamestown by the Dutch in 1619, the number imported was 
relatively small until about 1700, after which the growth was rapid, averag- 
ing about 3,500 a year from 173 1 to 1770. By 1775, there were over 500,000 
in the colonies, nine-ten Ihs of them in the region south of Pennsylvania. In 
Virginia they constituted nearly half the population and in South Carolina 
two-thirds. 

Although in general immigrants were not only welcomed but actively 
sought abroad and a considerable competition to attract them developed 
between the colonies, there was also opposition to the influx of certain 
groups. Occasionally religious grounds led to efforts to keep out Catholics 
or Quakers, but the strongest objection was directed against England’s 
practice of sending over paupers and convicts. Colonial efforts to prevent 
this accomplished little, and it is estimated that altogether about 50,000 
criminals and felons w»Te sent across. 

The Natural Increase of Population^ Malthus's Law. Meanwhile the 
natural increase of the population in the colonies was continuing at a high 
rate. Franklin estimated that there were on an average eight births to a 
family and that half of these children would live to grow up and have 
families of their own, though a slightly lower rate of increase seems more 
probable. Although the birth rate was high, the death rate was also high, 
especially among married women and children. Near the close of the eight- 
eenth century in Massachusetts the expectation of life at birth w as probably 
just under 35 years, in striking contrast with the figure of around 65 years 
today. 

To understand the nature of the favorable conditions that resulted in 
such a rapid natural increase of population in the colonies, despite the high 
death rate, it is essential to refer to the factors emphasized by Robert 
Malthus as underlying the law of population growth which he formulated 
in his Essay of 1798. The substance of Malthus’s law’ was that population 
tends to increase more rapidly than food supply. This proposition was based 
on the facts that, although it is physiologically possible to double the popu- 
lation every 25 years, the output of food from the land could not be in- 
creased indefinitely at any such rate. Hence, if the potential increase in 
population continued, sooner or later a point would be reached where the 
food supply would be insuflicient and the further growth of population 
would be checked by deaths from starvation, or diseases incident to insuffi- 
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cient nourishment, or wars over food areas. These checks that lend to kill 
off the population and increase the death rate Mai thus called “positive” 
checks and contrasted them with the preventive checks which included 
the various factors that tend to limit the size of a family and so decrease 
the birth rate. Malthus, influenced by the conditions in England of his day, 
was inclined to believe that the preventive checks would have little effect, 
though later slightly modifying this view, and that consequently the 
tendency that he emphasized would become an actuality making disease, 
starvation, and crime the real checks upon population growth. 

It is obvious that if this were the case among any group of people it 
would mean a standard of living that provided barely enough for a family 
to subsist and reproduce its own number, thus allowing practically nothing 
above the actual necessities of life. The result would be a wretched existence 
and a very backward state of civilization, such as has been described as 
existing among the aboriginal Indians or can be found among primitive 
tribes or the masses of the people in parts of India, China, and other 
countries today. It is significant that Malthus wrote to explain the existence 
of much of the crime, misery, and suffering in the world. 

On the other hand, should the people of a country generally choose lo 
try and raise their standard of living and so put into effect the preventive 
checks tending to limit the size of families, their standard of living, other 
things equal, would tend to rise above the subsistence level and make 
possible a higher stage of civilization. Also, in so far as the introduction of 
more efficient methods of production increases the per capita supply of 
food and other goods, it makes it possible for a people lo choose between 
using this surplus for raising their standard of living or bringing up larger 
families or in part for both. It is scarcely possible to overemphasize the 
economic, political, and social importance of the choice which a people 
makes in this matter, for in the long run that choice more than any other 
one thing is likely to determine the rate of progress of a people’s civilization. 

In the American colonies the conditions were favorable to a rapid in- 
crease in population without seriously retarding a rise in the standard of 
living. Land and varied natural resources were abundant and cheap, while 
population was sparse and labor was everywhere in demand. Once settle- 
ments were firmly established, there was no real pressure of population upon 
subsistence. Most children, instead of being an economic liability to a family 
until they are at least sixteen or older, as is the case today, became an eco- 
nomic asset at an early age and were put to work at the numerous household 
tasks, in the fields, or at some craft; extra hands, even though small, were 
always welcome, and this doubtless had its effect upon the birth rate. 
Though wars and Indian massacres took their toll, the high death rate was 
due chiefly to the backward state of medical knowledge and public hygiene 
at the time and not to any pressure of population on the food supply. In 




THE FOUNDING OF THE COLONIES 


69 


fact, such was the prosperity of the colonies, notably during the eighteenth 
century, that in spite of the rapid growth of population there was also a 
marked advance in the standard of living. 

The Extent of Settlement by 1775. By* 1775 a nearly unbroken line 
of settlements extended along the coast from eastern Maine almost to 
Florida, and the line of the frontier settlers had been pushed back in all 
sections north of Georgia well against the barriers of the Appalachian 
Mountains (see the map on page 65). Nearly all of southern New England 
was settled and pioneers were moving up the valleys of the Merrimac and 
Connecticut into central New Hampshire and Vermont. In New York, 
settlers were largely confined to the sf^utheastern section and the valleys of 
the Hudson and the Mohawk. From Pennsylvania southward through Vir- 
ginia settlements extended over the first mountain chain to the main 
barrier of the Appalachians ana a small group had passed over this into 
southwestern Pennsylvania. 

Though much less densely settled than the Northern colonies and, as 
everywhere, tending to concentrate along the river valleys or the coast, 
the CarolinfiS and eastem Georgia had grown very rapidly in the decade 
before 1775, and in parts settlements had been extended to the Blue Ridge 
while in North Carolina a few had gone over the mountains to the valley 
of the Watauga in Tennessee. From this frontier post Daniel Boone and 
his followers had blazed a trail through Cumberland Gap to central Ken- 
tucky where little settlements had started just before the Revolution. 

In the region farther to the west there were no settlements except the 
little groups about the forts and trading posts that had been established by 
the French, which, as far as those east of the Mississippi were concerned, 
had passed, along with Canada, into the possession of Great Britain in 
1763. These outposts, primarily established for purposes of defense and 
trade with the Indians, had attracted few settlers, the most numerous 
group being lot^ated in southwestern Illinois. The colony of Louisiana had 
developed very slowly while under French control, and advance was little 
faster after it was divided between England and Spain in 1763. By 1775, 
New Orleans, founded in 1718, had a population of over 3,000 while that 
of the whole region was over 13,000, around one-half being whites. The 
few small settlements made in the Floridas while under Spanish control 
were somewhat increased after the region f)assed to England by settlers 
coming chiefly from the English colonies on the Atlantic coast. 

Since most of the great body of immigrants during the eighleenth century 
settled in the middle and Southern colonies, not to mention the imports 
of slaves, these colonies enjoyed a much more rapid increase in population 
than did the New bhigland colonies. As a result, by 1775 the total popula- 
tion, excluding slaves, was divided fairly evenly between the three groups 
of colonies. The Southern colonies including Maryland had a slightly larger 
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proportion of the whites than the other two, and in addition about nine- 
tenths of the Negro slaves. 

Only an extremely small proportion of the people dwelt in the larger 
towns or cities, perhaps around 5 per cent; the rest lived in small country 
towns and villages, much more frequently found in the northern colonies, 
or scattered through the rural districts. Such cities as developed owed their 
growth chiefly to trade, the expansion of which required a favorable loca- 
tion on a navigable waterway and a growing population in the tributary 
hinterland. Although Boston had been the largest city in the colonies up 
to about 1750, it was later surpassed by both Philadelphia and New York. 
Just before the Revolution Philadelphia had about 28,000 inhabitants and 
New York over 21,000; Boston was third with some 15,000. Charleston, 
the only large city in the South, had around 10,000 and Newport nearly as 
many, while Baltimore, Salem, Providence, and Albany ranged from 8,000 
to 3,000. 

Although the eighteenth-century immigration brought in stock somewhat 
different in origins and characteristics from those of the English who con- 
stituted about nine-tenths of the population around 1690, the colonists, 
except for the Negroes, still remained fairly homogeneous in character 
and in the main of Anglo-Saxon origin. A recent estimate of the distribution 
of the white population by national and linguistic stocks as enumerated in 
the Census of 1790 places the English at 60.9 per cent, the Scotch at 8.3 per 
cent, the Irish at 9.7 per cent, and the Germans at 8.7 per cent, the small 
remainder being Dutch, French, Swedes, or unassigned. Presumably the 
proportions were about the same in 1775. 

In religious belief the colonies also had much in common. By far the 
greater portion belonged to the various Protestant faiths; those represent- 
ing the Puritan or Calvinistic branche^s, such as the Congregationalists or 
Presbyterians, were predominant. In Pennsylvania, the Quakers were most 
influential, and in the Southern colonies the members of the Anglican 
Church, though in the upland sections, the Scotch-Irish Presbyterians, the 
German sects, and the Quakers were most numerous. 

The greater portion of the colonists was made up of a mentally alert, 
ambitious, aggressive, and democratically inclined group. Their idealism 
helped them to face the hardships of a pioneering life and to attack the 
tasks incident to the development of the country’s resources with un- 
bounded energy, perseverance, and a spirit of great optimism; all of 
which, together with the thrift and austere living prevalent among many, 
contributed in no small measure to the economic upbuilding of the colonies. 
Although such traits are not to be valued primarily in economic terms, 
their significance in the material advancement of a nation must not be 
forgotten. 
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AGRICULTURE AND OTHER EXTRACTIVE 
INDUSTRIES IN THE COLONIES 


Introduction. In a country that is being newly opened up certain of the 
various extractive industries, such as agriculture, mining, lumbering, hunt- 
ing, or fishing, are fairly certain to become the dominant economic activi- 
ties. The ever-present need for food will lead to the development of agri- 
culture, hunting, and fishing if these resources are available and the prod- 
ucts are relatively cheaper than those which can be imported. It is also 
likely that the products of the edractive industries of a new region will 
be those for which the demand of older regions is I he strongest and hence 
will be the most profitable ex puts. The colonies were no exception to this 
general rule. Agriculture was far and away the most important pursuit and 
probably nine-tenths of the people were chiefly dependent upon it for their 
living. Next in rank and fairly widespread, though far less important, were 
lumbering and the related industries. Fishing on a commercial basis was 
chiefly confined to New England. Mining was but slightly developed and 
mostly confined to iron mining. Hunting for the sake of furs was left largely 
to the Indians, while that for food was chiefly for the hunter’s own needs. 

Though farming on a larger or smaller scale was the chief pursuit of 
most of the people, it must also be noted that, unlike the usual practice 
today, many of these farmers were also engaged in other lines of economic 
activity. An appreciable quantity of manufactures might be turned out 
by the farmer’s household, particularly during the winter months when 
farm work required less time; lumbering, fishing, and himting were often 
side lines of production and not infrequently the running of a country store 
or even a professional pursuit. Also, unlike w^hat is usual today, a relatively 
large proportion of what was produced on the farm was consumed there 
(jr at least in the vicinity; even the Southern plantations, which were the 
outstanding exception, produced a substantial proportion of the things 
they required. This situation, which was a product of all the conditions that 
tended to limit specialization or division of labor and maintain a household 
economy, must be borne in mind as an outstanding characteristic of the 
economic life of the colonies. 

The Disposal and Tenure of Land in the Colonies. The system of 
land tenure in the colonies was copied from that prevailing in England at 
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the time and so reflected the surviving feudal forms. By colonial times the 
feudal obligations had been generally commuted to the payment of a quit- 
rent and land was commonly held in what was known as free and common 
socage or fee simple, under which it was heritable and the holder had the 
right to dispose of it subject to the rent payment. This form of holding 
was generally adopted in the colonies, though in the corporate colonies, 
as distinct from the proprietary or crown colonies, no (fuitrent was paid. 
The obligation of the proprietors to their overlord the king was met by a 
nominal token payment. 

Although some proprietors imposed feudal obligations other than I he 
quitrent, such as escheat fines on alienation of the land or the requirement 
that grain be ground at the lord’s mill, the quitrent was by far the most 
valuable, and usually the only, feudal due, and it therefore was the chief 
cause of disputes. The quitrent varied considerably but was usually be- 
tween }/id, and Id. an acre, so low that it was never a heav y burden except 
for holders of large tracts of unused land. When the government of a pro- 
prietary colony passed to the crown, as it usually did, the land rights also 
passed in most cases, parts of New Jersey and North Carolina being the 
chief exceptions. 

The constant disputes and the expense of collection resulted in but little 
net revenue being obtained from the quitrents. In New Hampshire and 
New Jersey the proprietors secured almost nothing and in New York and 
Carolina very little. In Virginia and Pennsylvania the returns were better, 
while in Maryland they may have amounted to £5,000 a year. Professor 
Bond estimates that the total of quitrent rolls in both crown and pro- 
prietary colonies just before the Revolution was £37,500 but that the actual 
collections averaged only about £19,000 a year. 

The methods by which land was disposed of varied considerably in the 
different colonies, being influenced by the form of government, the type ol* 
settlement, and the character of the agriculture that prevailed. In the New 
England colonies, where small farms and settlement by groups were cus- 
tomary, the land was usually granted in townships to groups of individuals 
who settled in little villages, though in the eighteenth century, when 
speculative activities developed, such grants or sales were increasingly 
made to groups that planned to sell rather than to settle on their land. The 
' land so received was divided into sections; a portion was kept for pasture, 
meadow, or woodland as the common land of the town and the rest appor- 
tioned as farms and town lots among the grantees. Later settlers or some- 
body who performed some important service such as the erection of a grist 
mill might be given a grant and in time practically all of the common land 
was divided up. Under this system of town grants and village settlement 
the township became the important unit of local government. 
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In the middle colonies the grants or sales of land were usually made 
direct to single individuals rather than as townships to a group. Though 
there was some tendency for settlers to gather together in one locality, this 
was much less marked than in New England. Most holdings were small, the 
chief exception being in New York along the Hudson where, besides the 
Dutch patroonships, there had been numerous large grants to single indi- 
viduals under the English regime. Commonly the county became the most 
important unit of local government, though in some sections the smaller 
township unit was developed to carry on many functions. 

In the tidewater region of the colonies from Maryland southward, a dis- 
tinctly diflerent type of landholding and settlement prevailed. Though 
small holdings were frequent, the large plantation was the dominant type 
and the population tended to become widely dispersed so that few towns 
developed and the county became the important unit of local government. 
The acquisition of great estates was facilitated not only by large grants to 
individuals but also by the more general use he^e of the system of head- 
rights under which a person bringing over f* settler was entitled to a grant 
of land, usually 50 acres a hea<l, subject to the customary quitrent. The 
abuses that developed in connection with this system led Virginia to give 
it up in 1705 and sell the land outright. It was also customary to give 50 
acres to those who migiated at their own expense, while indentured servants 
sometimes received a like grant on the expiration of their term of service. 
In lime the practice of selling tracts of 50 or 100 acres for a fee of 5 to lOs. 
became more common, and this a]ipears to have been the method in vogue 
among the settlers who poured into the upland region of the South during 
the eighteenth century and generally engaged in farming on a small scale. 

The perpetuation of landed estates intact was promoted by the two 
customs of primogeniture and entail adopted from England. Under the 
practice of primogeniture the eldest son inherited all of a landed estate, 
but in certain of the colonies, such as Pennsyhania or the New England 
colonies, this being considered undeinocralic, the eldest son was limited to a 
double share. The [)ractice of entailing a landed estate by will was intended 
to ensure its being handed down in the family intact for at least a specified 
period of time and was found in New York, Pennsylvania, and the Southern 
colonies. 

Generally speaking, the acquisition of land by settlers in the colonies 
was easy and inexpensive, notably as compared with Europe, Much was 
given away both in large and in small tracts, though this practice became 
less common in the course of the eighteenth century. Also there w^as always 
the possibility of squatting on land along the frontier beyond effective 
legal control, and not infrequently the squatter eventually secured a title 
without payment. Where land was sold or leased, the widespread competi- 
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tion to attract settlers tended to make the terms relatively easy. This 
explains the failure to develop feudal terras of tenure with more success. 
It was easy access to land that attracted most immigrants; it was of the 
greatest influence in tending to promote economic democracy as well as 
greater religious and political freedom and a spirit of liberty. 

The Agriculture of the Colonics. The overwhelmingly predominant 
position attained by agriculture in the economic life and development of 
the colonies was largely due to two causes. (1) In so far as transportation 
or other difficulties made it impossible or economically undesirable to 
obtain food and raw materials by trade from elsewhere, any group was 
obliged to meet these needs, so far as the natural resources made it pos- 
sible, by recourse to farming and the other extractive industries. It was the 
widespread prevalence of conditions tending to limit trade that was re- 
sponsible for the relatively high degree of economic self-sufficiency that 
existed in most families and localities. (2) On the other hand, in so far as 
trade with other regions was economically possible so that some specializa- 
tion in production was advantageous, it was generally found most profitable 
to specialize in the products of the extractive industries and chiefly in those 
of agriculture. This is in accordance with the la'w of comparative cost , which 
holds that where trade is carried on between different regions or countries 
each will tend to specialize in the production of those commodities in which, 
under the existing economic conditions, it has the greatest relative advan- 
tage — the same principle that underlies all specialization and division of 
labor. It was the cheapness of their natural resources that gave the colonies 
their greatest relative advantage in the extractive industries and made 
agricultural products predominant in their export trade. 

In the seventeenth century, when most people still lived within easy 
reach of water transportation, agriculture was pursued to get food since 
supplies from elsewhere were too uncertain. But it soon became evident 
after a period of experimentation, not only that it would be cheaper to 
raise most of their own food but that in general the products of the soil 
were those which would afford the greatest profit in trade with other 
regions. In the eighteenth century the expansion of foreign markets fur- 
thered the tendency of those favorably located to specialize along these 
lines, while the spread of population into the interior where cheap transport 
was less available made agriculture a necessity in such regions. Even those 
extensively engaged in lumbering or fishing were apt to depend on farming 
as an important, if not the chief, means of support. It may be surmised 
that agriculture was the main pursuit of nearly 90 per cent of the population 
even up to the end of the colonial period. 

The Chief Agricultural Products. At the start, much experimentation 
had to be done to leani what products the colonies were physicially and 
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economically best fitted to raise. The Indians were important in showing 
the colonists how to raise corn, tobacco, and a few vegetables. But the 
earlier reports sent back to Europe had led people to expect that the 
colonies could produce a great variety of semi tropical products, such as 
sugar, silk, coffee, wine, and olives, which, because of mercantilist objec- 
tives, were particularly desired by England. In consequence, from an early 
period much attention was given to efforts to raise such products and these 
efforts, strengthened by subsidies of varying form, were continued through- 
out the colonial period. 

Even in New England they tried to raise cotton, olives, and coffee, while 
vinedressers were brought over and bounties offered in the hope of stimu- 
lating the cultivation of grapes, all without enduring results. The impor- 
tance of silk culture was constantly emphasized, and efforts to introduce 
it were made from New England to Georgia. In \ irginia and Georgia laws 
were passed requiring the planting of mulberry trees, and as early as 1655 
the Governor of Virginia succeeoed in producing 400 pounds of silk; in 
Georgia under the stimulus of a bounty the output rose to some 20,000 
pounds in 1760. Hemp was another product that England desired, but in 
spite of the bounty that she offered little was raised. In the case of indigo, 
on the other hand, greater success was attained. It was introduced into 
South Carolina in 1741, and, aided by bounties, the output rapidly rose 
so that by the Revolution 700,000 ]>ounds \^e^e being exported. Tn after 
years, with the loss of the bounty and other adverse developments, even 
this crop practically disappeared. Very little cotton was raised in the 
colonial period nearly all of which was for home use; in fact some was 
imported. 

In some sections the failure of these experiments was due to the unsuit- 
able conditions of soil and climate, and the futility of lr>ing to raise such 
products was soon recognized. In other cases where it was physically pos- 
sible to raise these products, it was found economically unprofitable to do 
so. The latter situation was the product of all the conditions that tended 
to make other products more profitable. Generally speaking, the more 
profitable products were those for which the natural environment was 
favorable and in the raising of which a relatively small amount of labor 
was required, since otherwise the relatively high cost of labor might more 
than offset any natural advantages. In fact most of the bounties or other 
stimuli to production were granted in the case of products that needed a 
large amount of labor. 

It did not take long for the colonists to find out most of the products 
which, under the existing economic conditions, it was most profitable to 
raise. In New England, with a thin covering of glacial drift, the soil, though 
enduring, was less fertile than elsewhere and corn became the nuxsl ini- 
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portant crop. Wheat, though grown from an early date, proved an uncertain 
crop, and only a relatively small amount of oats was raised. Among the 
vegetables the squash, pumpkin, turnip, and numerous garden products 
were grown; the white potato, though indigenous to America, doe^ not seem 
to have been raised until it was brought back from Ireland early in the 
eighteenth century. 

The middle colonies, as regards both climate and soil, more nearly corre- 
sponded to the conditions existing in England. Wheat was the most im- 
portant cereal crop, but corn was raised in abundance along with smaller 
amounts of oats, barley, rye, and buckwheat. The climate made possible 
a greater variety of vegetables and fruits than in New England. 

The tidewater sections of the Southern colonies were notable for the 
extent to which they concentrated on a few staples raised for sale, though 
they also produced most of the fot)d required for their own needs. In Mary- 
land and Virginia, tobacco became the great staple and dominated their 
agriculture throughout the colonial period. Corn was also widely raised 
and later, as settlers poured into the upland districts, wheat became an 
important crop. In South Carolina and Georgia, rice, succevssfully intro- 
duced about 1700, became the dominant staple; indigo, wilh the aid of a 
bounty, came in after 1741. Com and, in the uplands, wheat were raised 
along with garden vegetables, including the sweet potato and melons. 

A variety of fruits was cultivated in all the colonies, though outside of 
the middle colonies few farmers gave them much attention. The apple was 
the most common and successful fruit, particularly in the North, and the 
cider obtained from it was very extensively consumed. Cherries, peaches, 
and plums were frequently found where the climate was suitable, and the 
gardens often included strawberries and raspberries, while in the rural 
districts the wild growth provided a substantial supply. Many families 
cultivated a patch of flax to eke out their needs for making linen cloth,- and 
the seed came to be exported in considerable quantities to Ireland or else 
was used to obtain oil. 

For livestock the colonies had to depend originally on what was brought 
over from Europe. Hogs and cattle were by far the most important, though 
poultry were kept practically everywhere. The swine throve on the feed 
available in the woods, and pork was the chief meat consumed. The cattle 
supplied beef and dairy products while oxen were employed for the heavier 
draft work about the farms. As the upcountry in the South became settled, 
a form of ranch cattle industry arose through the establishment of “cow 
pens,” the grown cattle being driven to the seaboard markets such as 
Philadelphia or Baltimore. Colonial horses were relatively light in weight, 
the heavy draft horse being almc^t unknown, and they were chiefly used 
for traveling or light farm work though a few were bred for racing. Sheep 
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were much less frequently raised, and their wool was the main objective 
as the prevalent breeds did not produce the best mutton. They suffered 
especially from attacks by the wolves, and the largest flocks were commonly 
found on islands and peninsulas along the coast from Massachusetts to 
Virginia where })rotection was easiest. 

Technological Methods. The prevailing methods of carrying on farm- 
ing operations were almost primitive in their simplicity, but it must be 
remembered that the methods in vogue in most of Europe when the 
colonies were being founded had undergone little change for centuries. 
Though England, learning much from Holland, was making rapid advances 
in her agricultural methods during the eighteenth century, very little of this 
was taken over in the colonies. The tools used were generally heavy and 
cumbersome. The awkward plow, commonly made of wood except for an 
iron tip, might require two or three oxen to pull it. Grain was cut with a 
hand sickle and threshed with a wrx)den flail or trod out by animals, much 
as in Biblical times. For transportation, where hi rseback would not suffice, 
heavy two-wheeled oxcarts were used or, wlten snow was available, sledges. 

Clearing the land for cuitiva»ion was one of the most difficult tasks con- 
fronting the pioneer in any section, for practically all the region was well 
forested. Many New }]ngland towns were located on high ground rather 
than in the more fertile river valleys because the forest growth was less 
dense* there. The quickest way was to clear out the underbrush and then 
girdle the trees, leaving them standing till they died, when crops were 
planted between the trunks. Even after the trunks were cut down or rotted 
away, the stumps might be left for many years; sometimes, if not burned 
out, they were dug up and used for fences. Stones were piled up in the fields 
or used for fences, but fences of any sort were built only when there was 
no other way of protecting crops and gardens from the livestock. In small 
villages they were likely to hire a person to watch the herds instead. 

Little effort was made to maintain the fertility of the land, either through 
the use of fertilizer or the proper rotation of crops. Although crops were 
sometimes changed or the land allowed to lie fallow, root crops to restore 
the nitrogen were seldom employed except for some rather late use of 
clover. Land was cheap and, when it became exhausted, was very likely 
to be abandoned and new land piit*under cultivation, especially in the 
South. Scarcely more care was given to the livestexjk than to the land. For 
the most part they were turned loose to range through the woodlands or 
pastures and, after the crops had been gathered, allowed to graze on the 
stubble. Adequate winter feed was seldom provided; some hay was gath- 
ered, but the stock was rarely given enough grain to fatten them properly 
or to keep the draft animals in good shape. The practice of letting the stock 
graze in common herds in the pastures not only resulted in the loss of 
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manure but also prevented effective efforts to improve the breeds, and little 
was done to import better grades. 

To Europeans, accustomed to a much more intensive type of agriculture 
using relatively more labor and capital on a given area of land, colonial 
methods appeared incredibly careless and wasteful. Undoubtedly waste 
did exist, yet the scarcity of labor and capital combined with the abundance 
of land in the colonies made extensive methods of cultivation much more 
economical than would have been the case in Europe and explains many 
of the prevailing practices. 

The Organization of Agriculture. The outstanding characteristic of 
the typical colonial farm was that the greater portion of the products 
raised was for the family’s own consumption. This relatively self-suflicing 
economy meant that most farmers raised a considerable variety of products, 
in short engaged in general farming, often in many side activities as well, 
and that commercial agriculture, that is, raising crons chiefly for sale in 
the markets, played a relatively small part in the farm organization in 
most sections. This generalized statement applies with varying ^legrees of 
accuracy to different regions. It is most widely applicable lo the farmers 
of the whole frontier line; it is fairly applicable to most New England 
farmers; somewhat less so to those of the middle (*,oloni(‘s who raised a 
considerable amount of grain and livestock for the market; and least 
applicable to the large plantation owners of the tidewater South gmwing 
the great staples tobacco, rice, and indigo. Farmers near the larger settle- 
ments tended to produce more for sale in the local markets. But practically 
every farmer planned to have some cash crops, even if small, that would 
serve to pay for such necessities as he himself could not produce. 

For labor as well as for most goods, the typical farm household was a 
self-sufficing group; the labor used was generally limited to that available 
in the family. This was the usual situation in New England and throughout 
the frontier sections in all the colonies as well as among the small farmers 
who made up the bulk of the rural population everywhere. On the Southern 
plantations, however, the problem of securing an adequate supply of labor 
was always pressing and when, toward the last of the seventeenth century, 
the number of indentured servants proved insufficient, there followed a 
rapid increase in the use of slaves en the tobacco plantations. The later 
introduction of rice and indigo was dependent largely on Negro slaves, 
since the conditions of work were especially trying for white labor. North 
of Maryland few slaves were employed on the farms as they were not well 
suited to the type of crops raised. In the middle colonies, indentured serv- 
ants continued to supply such additional labor as the farmer needed, but 
they usually became independent farmers as soon as their term of service 
expired. 
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With land cheap if not free and the outlay required for farm equipment 
relatively small, the typical farmer’s problem of financing was reduced to a 
minimum. If his funds were insufficient, he was compelled, in the absence 
of commercial banks, to fall back upon loans from private individuals. The 
greater capital needs of the Southern planters, who often ran heavily into 
debt, were met through credit extended by the English merchants who sold 
their crops and bought their European supplies. These English debts around 
1775 in Virginia alone were estimated by Jefferson at £2,000,000. 

For the farmer who did not concentrate on raising some staple for the 
market, the economic problems faced were relatively simple. What was 
going on in the rest of the world reacted only slightly upon him; he had 
little reason to be concerned about hired help or financing or market prices 
and marketing methods. His problem was mainly that of determining what 
the family needed and then planning how to use the resources at his com- 
mand to produce the things nec^essary to supply those needs in the most 
efficient manner. This was in marked contrast with the situation that con- 
fronts most farmers today. 

Other Extractive Industries: Lumbering. After agriculture, lumber- 
ing was the extractive industry most widely pursued in the colonies. In 
those days, when iron, steel, and coal were so little used, wood was in even 
more universal use than today. Moreover, the land being thickly forested, 
this raw material was more than abundant and the farmer was only too 
glad if he could find some use for the trees he had to clear from his land. 
Both hard- and soft-woods were available nearly everywhere, and the 
products obtained from them supplied innumerable needs in the colonies 
and also found a laige export market. 

In one way or another much the greater portion of the farming popula- 
tion of colonial times was to some extent engaged in lumbering, if only to 
supply the family needs. The wood lot provided all the fuel; it provided 
the material out of which the log cabin was built and might provide the 
lumber, prepared at the local sawmill, out of which a frame house was con- 
, structed, not to menticm that employed to make furniture, various house- 
hold utensils, and farm equipment. Lumbering was one of the by-products 
of general farming and could always be turned to during the winter months 
when more time was available and, if snow covered the ground, hauling 
was easier. If a near-by stream existed, logs were cut to be floated down 
and sold at a more distant market. Trees were burned to make potash 
and pearlash, which, being easily transported and enjoying an excellent 
export market, provided a valuable cash product. 

There were also groups that may be said to have specialized in the forest 
industries and whose products entered extensively into trade. In the North- 
ern colonies, especially New England, these were engaged in cutting the 
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timber used to build ships and to provide the masts needed by the royal 
navy or that required for buildings in the West Indies or to make the casks 
in which the products of those islands or of southern Europe were shipped. 
In the Southern colonies the pine forests, especially those in North Carolina, 
were used to produce naval stores, tar, turpentine, and rosin, while cypress 
and cedar furnished shingles which were also exported in large ((uantities. 
In all the colonies the fuel needs of the larger towns and cities provided a 
growing market for cordwood. 

The Fisheries. After lumbering, the most important extractive industry 
was the fisheries. In the case of New England this proved a very valuable 
asset for, with the exception of forest products, that section produced 
relatively little that found a ready market outside of the colonies. The fish- 
eries of the North Atlantic coast were among the best in the world, supply- 
ing mackerel, hake, pollock, herring, and whales; but most important of 
all was the cod. In fact, the fisheries were the first resource of the region to 
be extensively used by b]uropeans, for French, Spanish, and English fisher- 
men had been regularly resorting to the Newfoundland banks fo^ a century 
before permanent settlements were established in New England; most of 
the temporary settlements previously made were offshoots of this industry. 

The colonists from Massachusetts northward almost immediately began 
to develop the fisheries, chiefly along the New England coast, 1 hough by 
the last quarter of the seventeenth century they were also operating off 
Newfoundland, in competition with the English and French, whom they 
also began to provide with various supplies. Before the middle of the 
century, they had a surplus which was being shipped to the rapidly growing 
market in the West Indies and helped to provide a means of payment for 
much-needed imports. The whale fishery was slower to develop but had 
become fairly well established by the end of the century. During the 
eighteenth century the growing scarcity of whales led to much longer 
voyages into the Arctic and later the Antarctic seas, and by the Revolution 
over 300 vessels were engaged in this pursuit, Nantucket Island and New 
Bedford being the chief home ports. The main products of the whale, oil . 
and spermaceti, were in universal demand at a period when oil and candles 
furnished the chief means of illumination and the fashions of the day created 
an excellent market for whalebone. 

Although little was done during the cokjiiial period by the settlers south 
of New England to develop the neighboring fisheries, except to supply local 
needs, the New England colonies continued an aggressive expansion of 
their fisheries during the eighteenth century, except as interrupted by war. 
The French fishery was greatly reduced after 1763 when England secured 
the remaining French possessions, excepting two small fishing islands, and 
by the decade preceding 1775 it was estimated that New England had 665 
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vessels and 4,400 men engaged in the fisheries and that I heir annual yield 
was worth nearly 2 million dollars. 

Besides supplying domestic needs and providing a very important ex- 
port, the expansion of the North Atlantic fisheries made a vital contribu- 
tion to the economic development of New England in several other ways. 
These fisheries provided an expanding market for various New England 
products such as provisions and rum and for the operation of New England 
merchants. The transport of the fish to foreign markets, the best grades 
being sent to the Catholic countries of southern Europe and the poorest 
to the West Indies to feed the slaves, gave rise to a valuable carrying trade 
estimated to employ some 350 vessels by 1770. Finally, the vessels required 
for this, together with those directly employed in fishing, stimulated the 
shipbuilding industry and developed a large body of trained seamen, things 
that were also of importance when the country later found need for a navy. 

Wild Game. In the interior regions, in addition to the fish chiefly caught 
for household or local consumptii.n, there was an abundance of wild game 
which was sought by the hunters and trappers, deer, bears, wild turkey, 
and beavers being the most important. The first three furnished meat for 
local use, while deerskins were an important element in the clothing of 
frontiersmen and also had a good export market. The furs, notably that 
of the beaver which was used to make hats, were the most important prod- 
uct of these animals and, outside of deerskins, the only one that entered 
extensively into trade. In the slack winter months, farmers of the back 
country often diverted some of their time to hunting and trapping; a small 
group among the frontiersmen made this their main pursuit and they were 
the leaders in exploring the western country. 

As settlements advanced into the interior, the available supply of fur- 
bearing animals was rapidly depleted, and still more dependence had to 
be placed iipon the furs obtained through trade with the Indians. New 
York took the lead in this fur trade, since the Iroquois of that region were 
more friendly to the English than were the other tribes. During the eight- 
eenth century e\en this source of supply was declining and, increasingly 
up to the acquisition of Canada in 1763, the fur trade passed into the hands 
of the French as supplies had to be obtained from beyond the Alleghenies 
where their frontier trading posts were dominant. The fur trade of the 
Southern colonies, which developed rather late, was chiefly in deerskins. 

Mining and Related Extractive Industries. Except for iron, the 
colonists made little use of the mineral resources of the region. A very small 
amount of copper was mined, and lead was secured near the small settle- 
ments on the upper Mississippi. Despite knowledge of the existence of 
coal in various localities, almost nothing was done to open up mines and 
most of the small amount used, chiefly for heating in the Northern cities, 
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was imported from England or Nova Scotia. These imports provided most 
of the total consumption which probably never exceeded 9,000 tons a year 
before 1775. The slight domestic output was obtained mostly from just 
above Richmond in Virginia whence small shipments were regularly made 
after 1758. Occasionally elsewhere, local supplies were used in iron forges. 

The iron resources began to be developed almost from the start. The 
Virginia Company in 1621 sank some £4,000 in a plant which was soon 
destroyed by the Indians, thus ending all projects in that colony till the 
next century. The first successful attempt to make iron was started at 
Lynn, Mass., in 1643 where a furnace and forge were built for about $5,000 
with a capacity of some 8 tons a week. The chief ore used here, as in most 
of the other furnaces that sprang up along the coast from Massachusetts 
to New Jersey, was bog ore. It was cast into hollow ware such as pots and 
kettles or into pigs later forged into bars and other shapes. Later, rock 
ores derived from the hill regions from Connecticut scnitli to Virginia were 
developed and made possible the growth of a considerable induslrv in the 
course of the eighteenth century. 

Clay suitable for brickmaking was found in many localities, but brick 
was not extensively used except for the more substantial buildings and 
better dwellings, chiefly in the seaport cities when the near-by timber 
supply grew scarce or the city ordinances recfuired it. Clays suitable for 
pottery were also used and in some places, where the proper sand and lime 
were found, glass was made. The quarrying of stone for building purposes 
was seldom undertaken, but some stone suitable for grist mills was used. 



Chapter VI- 


MANUFACTURING INDUSTRIES IN 
THE COLONIES 


Introduction. Under the term “manufacturing,” though no sharp line 
of division can be drawn, are included those industries engaged in turning 
the crude products of the extractive industries into more highly finished 
products regardless of whether this is carried on in the household, in the 
shop of the craftsman, or in a plant or factory. In manufacturing, just as 
in the extractive industries, conditions in the colonies were such that few 
individuals devoted themselves exclusively to this activity. Much manu- 
facturing was carried on by individuals along with various other lines of 
work, chiefly the extractive industries; only in the larger towns and cities 
was it likely to be the sole means of earning a livelihood. Thus there was 
no such large specialized group engaged in manufacUiring as exists today. 

This outcome was also due in part to a second outstanding characteristic 
of colonial manufacturing: it was relatively backward in its de\elopment; 
the colonies depended far more on imports of manufactures from other 
countries than on imports of any other general class of goods and their 
exports of such goods were relatively small. This weakness and the conse- 
quent lack of a well-rounded and balanced economy was an important 
factor in the economic life of the colonies, and it is essential to understand 
the reasons for il. 

The main causes determining the growth or lack of growth of manu- 
facturing, as of other economic activities, may be classified in two general 
groups, though the line between them is not always clear: (1) the underl>ing 
economic conditions, which are commonly by far the most important, and 
(2) what may be called the more artificial conditions, such as legislation 
or other social action, immediately designed to stimulate or retard growth. 
These two groups of factors will be considered in the order named, and the 
way in which they reacted upon specific branches of manufacturing will 
be noted later. 

Underlying Economic Conditions Determining the Growth of 
Manufactures. Unlike the extractive industries, which of course have to 
be carried on, if at all, where the natural resource used is available, the 
location of manufacturing industries is seldom so predetermined by any 
one factor as to necessitate that the other factors of production be brought 
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to it and so is commonly open to a wider range of choice as regards location. 
Certain manufactured products because of their nature have to be produced 
at or very close to the locality where they are consumed, but ordinarily 
the main factor setting limits to the area within which such products can 
be economically produced for sale in any given market is the cost of trans- 
portation. If the costs of transportation including other related charges 
are relatively small, this area may be nation-wide or even world- wide; if 
they are relatively great, the area will be much more limited. Within this 
area the industries supplying the market will tend to be located, assuming 
no artificial restrictions, where there is the greatest advantage in the com- 
parative costs of production, including the costs connected with transporta- 
tion to the market. As with all lines of economic specialization, the law of 
comparative costs is basic in determining where and by whom goods will 
lend to be produced. 

In manufacturing, as in any other field of economic activity, the basic 
elements determining cost are the costs of the four factors of production - 
natural resources, labor, capital, and business management — though the 
efficiency with which they are combined in the process of production is also 
important and must be considered as an element in determining the costs 
of each. Obviously a low cost of any one or more of these factors of produc- 
tion in a given locality will tend to give that locality an advantage in com- 
parative costs over other localities where I he cost is higher. Since manu- 
factured products, like all others, vary greatly in the proportion of the 
different factors of production which is required to make them, the most 
important thing in determining an advantage in comparative cost will be a 
low cost of those factors which make up the greater portion of the total 
cost. A low cost of such a factor may easily more than offset a high cost of 
less important factors and so give an advantage in comparative cost. 

It is a very broad generalization, the applicability of which will vary 
greatly as among different goods, that the cost of labor and of capital will 
tend to make up a rather larger proportion of the total cost of manufac- 
tured products than of the cost of products in the extractive industries. 
To the extent to which such a condition exists, it means that a low cost of 
these factors would be particularly important in determining whether any 
locality enjoyed a comparative advantage in producing manufactured 
/nods. The character of manufacturing in colonial times, however, differed 
so much from that of today that this broad generalization needs to be 
somewhat modified to apply to the conditions of that period. In those days 
the relatively slight use of extensive plant and machinery in manufacturing 
made capital a less important factor and conversely tended to make labor a 
much more important factor than is the case today. In conseipience, a low 
labor cost was more essential to the succe^ssful development of rnanufactur- 
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ing and a low cost of capital less so than would be the case in modern 
times. 

Closely related to this characteristic of colonial manufacturing was 
another, also in marked contrast to present-day conditions — the most, 
efficient scale of production under the existing conditions could be attained 
by a concern of relatively small size. Today where manufacturing is carried 
on with extensive use of machinery, giving more scope to the operation of 
the law of decreasing costs, it is cheaper to turn out goods on a large scale; 
though of course this will not be done unless there is also an accessible 
market sufficiently large to absorb the output. In colonial times, since it 
was not necessary to produce on a large scale to obtain a low cost for the 
output, it was consequently not necessary for the success of a concern to 
have access to a large market. This was one factor of a group, among which 
high transportation costs was especially important, that made for decen- 
tralization and a wide dispersion of plants in numerous lines of manufac- 
turing. 

Economic Conditions in the Colonies as They Affected the Growth 
of Manufactures. The basic economic conditions in the colonies, as com- 
pared with those in the countries of Europe from which most manufactured 
goods could be imported, were the comparatively high cost of labor and of 
capital and the low cost of such natural resources as they possessed. We 
may also surmise that the factor business management was relatively a 
little more costly in the colonies, owing to lack of a large group of expe- 
rienced entrepreneurs; but the problems of organizing and directing the 
simple processes and small output that prevailed at that time were rela- 
tively easy and the cost of management was a very slight element in total 
cost. Thus the basic economic conditions in the colonies were, generally 
speaking, unfavorable to the development of lines of manufacturing turning 
out products that could be imported from Europe. Yet, as will be explained 
later, there were possible combinations of conditions which were favorable 
to the growth of certain types of manufacturing. 

By far the most serious obstacle among these basic conditions was the 
high cost of labor. Even today this is apt to be true in the case of any line 
of products requiring a relatively large amount of labor for its production, 
and in colonial times, when so little laborsaving machinery was employed, 
it was a far more important factor. It has been estimated that unskilled 
laborers in the colonies were paid wages about one-fourth higher than in 
England and those of skilled artisans were often one-half higher. Unless 
paid by the piece, the labor cost of a product depends upon the skill and 
efficiency of the worker as well as upon his wage rate. Commonly colonial 
labor, especially skilled labor, was less efficient than in England, and so 
labor costs there were likely to be still higher than is indicaled by the 
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difference in wage rates. It has been estimated that in the case of skilled 
labor it was twice as high. 

Although we may conclude that the high cost of labor, particularly of 
skilled labor, was the most important single factor tending to check the 
growth of colonial manufactures, there were various combinations of con- 
ditions which might more than offset this disadvantage. The most impor- 
tant type of such a case was those lines of manufacturing where the labor 
cost made up a small proportion and natural resources, such as raw mate- 
rials or water power, a relatively large proportion of the total cost, as in 
the case of the cruder and less highly finished products. Under these condi- 
tions, the colonial advantage in the low cost of natural resources might be 
sufficient to offset the disadvantage in high labor cost. Usually this was 
the situation in such lines of manufactures as I he colonies were successful 
in selling in export markets. 

Another fairly common type of case, but resting on an entirely different 
economic basis, is found in many household manufactures. Where a family 
was primarily engaged in farming, the work, being seasonal in f;haracter, 
did not occupy all the man’s time throughout the year; nor did the regular 
household duties together with such work as they did in the fields require 
ail the time of the women. Thus idleness and a loss of potential earnings 
arising from the time that might be devoted to productive work faced 
them. Since idleness, except on the Sabbath, was severely frowned upon, 
such time as was thus available was usually directed toward some useful 
line of work. Hence the members of the household turned to the manu- 
facture of such products as their skills and the available raw materials made 
possible, and these products might be turned out in a quantity greater 
than was needed to supply the household wants if there was any market 
for them. As the time employed in this production would otherwise have 
been lost, economically speaking, in idleness, the family looked iq)on the 
labor involved as costing them practically nothing. 

Under these conditions, the colonial household found it more economical 
to manufacture products which might have been imported, and which it 
would have been cheaper to import, had the family been obliged to reckon 
the labor required as a part of the costs of production. Commodities pro- 
duced under such conditions, where one or more of the factors of production 
can be reckoned as costing little or nothing because most of the cost can 
be charged against some other more important commodity produced in 
connection therewith, are known as “joint-products” or “by-products.” 
In many lines of industry this is an important factor in their location and 
growth; in colonial times numerous other pursuits as well as household 
manufacturing were made possible because they were by-products of 
farming. 
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As previously indicated, the total of all costs involved in sending goods 
from the place of their production to the place of their consumption is a 
vital factor in determining the extent of the area where production for any 
given market tends to be located; this cost set limits to geographical 
specialization or division of labor. In colonial times these costs were rela- 
tively high, and consequently they greatly limited the area of the market 
and the advantages to be gained from specialization. Numerous conditions 
affecting the marketing process contributed to this high cost, but the most 
important was the high cost of transportation. Overland transport was 
especially costly, and wherever possible waterways were used instead. It 
is said to have cost more to carry a ton of iron 70 miles overland from 
Lancaster, Pa., to Philadelphia than to carry it across the ocean from 
England. Bulky commodities could seldom stand the cost of overland 
transport for any appreciable distance, and most of the great staple prod- 
ucts of the colonies were bulky in character. In those days any inland town 
or region lacking wafer transport facilities was at a far greater disadvantage 
for carrying on trade than would be the case today. For the same reason 
such a region was likely to have to raise or manufacture the more bulky 
commodities itself if they were to be obtained at all. This was the chief 
cause for the widespread dispersion of certain lines of colonial manufac- 
tures. Conversely, a locality ])ossessing cheap water transport to other 
colonial or foreign markets had a greater chance to develop any line of 
manufacturing for which the other economic conditions provided a com- 
parative advantage to the locality. 

In addition to the obstacle of high transportation cost, the colonial 
market was limited by the sparsity of population and the low purchasing 
power of the people as well as by all the other conditions that prevented 
the growth of a well-ordered marketing organization, among which were 
the difficulties of communication and a poor monetary and credit system 
which put obstacles in the way of the financial arrangements necessary in 
the sale of goods. 

Although this situation was typical of the colonial period as a whole, 
the developments that took place during that period tended to widen the 
markets for many colonial manufactures. Thus the grow th of population 
and the rising wealth of the people increased the demand for goods; the 
same conditions in the rapidly growing We^t Indies expanded the market 
for various exports. Also, such improvements as took place in the means for 
transportation or communication and other facilities for exchange helped 
to lessen the obstacles that limited the market. 

Artificial Aids to, or Restrictions on. Colonial Manufactures. The 
preceding account of the underlying economic conditions affecting the 
growth of manufacturing in the colonies will largely explain the character 
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of the measures adopted in the effort to stimulate various industries, since 
such measures were devised so as to lessen or overcome the obstacles that 
tended to check that growth. The measures included (1) those originating 
in action on the part of the different colonies and (2) those emanating 
from Great Britain. 

Practically all the measures originating in the colonies sought to stimu- 
late rather than to restrict manufacturing industries. The most serious 
obstacle of all, the scarcity of labor, the colonies sought to overcome by 
a wide variety of measures which will be described in the following chapter. 
The difficulty in securing capital was sometimes overcome by a public 
lo8ui, a grant of land, or the authorization of a lottery where the establish- 
ment of some industry was considered of particular social importance. 

In the case of an industry where the required raw material was scarce, a 
bounty might be offered or some other measure devised to encourage its 
production. This was especially common in the case t)f the textile libers, 
wool, flax, and silk. Scarce raw materials might be exempted fron' taxation, 
and at times a high duty or even prohibition was placed on th..ir export. 

In addition to the measures specifically designed to counteract the scar- 
city of some factor of production, there were those of a more general 
character. Such included the bounties, premiums, or prizes given for finished 
products, the exemption of plants or their employees from taxation, or 
the occasional grant of a temporary local monopoly. The duties on the 
importation of foreign manufactures levied in some colonies, being designed 
to yield revenue rather than to afford protection, were generally low and 
not important in their effect. 

British Aids and Restrictions. The regulations of Great Britain affect- 
ing colonial manufactures were designed in some cases to aid and in other 
cases to check development. They are to be understood in the light of the 
ideals of the Mercantile System which sought to secure from the colonies 
raw materials or finished products needed by England and opposed the 
development in the colonies of lines of manufacturing that would compete 
with English products. 

The first British law directly restricting a colonial manufacture was 
passed in 1699 and forbade the export of wool, woolen yarn, or woolen 
cloth from one colony to another or to a foreign port. Since the supply of 
vvool grown in the colonies was always deficient and large quantities of 
woolen cloth were imported from England, there is little reason to suppose 
that this act had any appreciable effect in checking the growth of this 
industry; possibly at times it interfered with shipments between the 
colonies, but its vigorous enforcement seems doubtful. In 1732 a similar 
prohibition, for the benefit of English manufacturers, was placed upon the 
export of hats. This probably checked what was a lucrative though not 
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important manufacture; but the falling off in the supply of beaver skins 
in the following years was also a retarding factor. 

A much more serious threat was the Molasses Act of 1733, designed to 
aid the British West Indies sugar planters; and imposing a prohibitive 
duty on molasses imported from the foreign West Indies, particularly the 
French islands, where it could be obtained at a much lower price. Since 
this law admittedly was not enforced, the rapidly growing New England 
rum manufacture built up on the basis of this import was not checked. 
Applying to a still more important industry, an act of 1750 prohibited the 
erection in the colonies of any new slitting or rolling mills, tilt hammers, 
and steel furnaces. The same act, however, offered a stimulus to the pro- 
duction of iron by admitting colonial pig iron into the English market free 
of duty and by allowing the free import of colonial bar iron at the port of 
London, a privilege extended to other ix>rts in 1757. Although the casting 
of iron was not restricted and the export of pig iron was distinctly stimu- 
lated by this law, its prohibition of new plants was considered most ob- 
noxious, even though this appears to have been poorly observed and the 
previously existing plants expanded their output. 

In addition to these laws imposing direct restrictions on a few specified 
lines of manufacturing, there were various laws which in an indirect way 
may have tended to check the growth of colonial manufactures. Certain 
arrangements of the British customs duties made possible the sale of 
European manufactures in the colonies at relatively low prices in competi- 
tion with the local products. In addition, England imposed restrictions on 
the free emigration of vskilled artisans in 1718, more specifically applied 
to those in certain textile industries in 1750; she also forbade the export 
of certain machines or tools used in these industries starling with the stock- 
ing frame in 1696, adding implements used in the wool and silk industries 
in 1750, and those employed in the cotton and linen industrie^s in 1774. It 
may be doubted whether any of these restrictions had appreciable effects, 
and much the same could be said of England’s occasional disallowance of 
colonial laws designed to stimulate manufacturing. 

As opposed to these restrictive measures of England, there were others 
which tended to promote the growth of certain lines of colonial manufac- 
tures. Doubtless the most important were the provisions of the Navigation 
Acts which included colonial-built and -owned ships within the privileges 
of the substantial monopoly granted English shipping in the British carry- 
ing trade. Despite the comparative advantages in shipbuilding which the 
colonies possessed, there would have been only a very limited market for 
their ships without this privilege; as it was, a flourishing industry developed 
and the sale of ships to England was such that by 1775 a third of British- 
owned shipping was said to be of colonial build. Closely connected with this 
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industry were the British bounties on the production of various naval 
stores such as pitch, tar, hemp, masts, and spars. The bounties, begun in 
1705 and designed to lessen England’s dependence on the Baltic countries 
for such supplies, were continued with little interruption almost up to the 
Revolution. Except in the case of pitch and tar, the effects on development 
were slight. Being chiefly designed to increase the supply of some scarce 
raw material, the results of the various English stimuli were felt chiefly 
in the extractive rather than in the manufacturing industries. 

Concerning the effects of either colonial or British legislation upon the 
general development of manufacturing in the colonies, it may at once be 
said that they were not a very important factor in the results obtained. 
The underlying economic conditions largely dominated the outcome. Aside 
from those conditions favoring the widely scattered small concerns produc- 
ing for a local market, the general situation was not favorable to the growth 
of most manufacturing industrie>s. The meager results attained iind(jr the 
various laws only furnish one of the innumerable lessons of economic 
history showing the great limitations on the effectiveness of such legisla- 
tion when the underlying economic (X)nditions, the effects of whi(di it seeks 
to counteract, are unfavorable. 

The Technology and Organization of Colonial Manufactures, The 
outstanding features in the technology of colonial manufacturing industries 
were the small number and the simplicity of the tools or machines used, the 
great dependence on human effort for fX)wer, and the small size of the pro- 
.duction plant. These features were important in determining the distribu- 
tion and growth of the different industries as well as in shaping the char- 
acter of the organization under which they were carried on. The most 
common types fall into three classes: the household industries, the workshop 
crafts, and the industries using a considerable plant in employing either 
power or more elaborate machine methods. 

In the case of products where only a few simple tools were used and no 
great skill or technical knowledge was needed, they were extensively made 
in the household or on the plantation. Thus spinning and weaving of linen 
or woolen, and less frequently of cotton, cloth were common in most families. 
A little lumbering and carpentry and the production of many household 
utensils or furnishings were customary. The farmer did his own slaughter- 
ing, curing, and salting of meat to supply family needs, and tallow, soap, 
lard, and candles were by-products of this activity. Less frequently the 
manufacture of nails and shingles or the preparation of potash and leather, 
combined perhaps with the production of shoes or deerskin clothing, formed 
a part of the household output. It may be presumed that among the masses 
the women made a large proportion of the clothing and the household 
linen. The household industries being so widespread, it is evident that the 
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total volume of their output mtist have made up a very considerable 
portion of all colonial manufactures. Though most of these products were 
consumed in the household or on the plantation, there was frequently a 
siu’plus which was disposed of in such markets as were available. For the 
most part, these industries were a part of the relatively self-sufficing house- 
hold economy. 

In the case of the handicraft industries where simple light tools were 
employed and skill in workmanship was more essential, a greater degree of 
specialization existed. Little was required in the way of capital since the 
tools were inexpensive; the workshop was usually located in the artisan's 
home; the stock of raw materials carried was small, for this was often fur- 
nished by the customer; and, since much of this work was done to order, 
the supply of finished goods on hand, if any, was slight. The craftsmen who 
carried on their work in this way included cobblers, weavers, hatmakers, 
watchmakers, silversmiths, carpenters, masons, coopers, cloth dressers and 
dyers, soapmakers, tallow chandlers, metalworkers, tailors, printers, 
saddlers, and numerous others of less importance. On the larger plantations 
the volume of work to be done necessitated the keeping of various crafts- 
men, who were usually trained slaves, and they often turned out surplus 
products which were sold on the market. 

Where the population was so sparse that the local market did not provide 
enough work to support an artisan, he sometimes became an itinerant, 
going about from house to house with his kit of tools and possibly some raw 
materials and living with the family until he had finished such work as 
was required. Such a practice was common among cobblers and carpenters. 
In cases where the production process was of such a character that itinerant 
work was impossible, the artisan was forced to eke out his living by small- 
scale farming or some other side activity. 

In localities where a larger market existed, some of these craft industries 
developed a more elaborate form of organization. A master craftsman 
might employ other workers in his shop, possibly both apprentices and 
journeymen, lie might find it worth while to keep a fair stock of finished 
goods on hand; perhaps enough to carry on some wholesale trade along 
with his retail or custom trade. All of this involved a greater capital invest- 
ment. 

In some of the larger cities a still more elaborate organization developed 
in certain of the craft industries, the shoe industry of Massachusetts just 
before the Revolution being a notable example. There an employer who 
provided the raw materials and sometimes the tools hired artisans to work 
up the material in their homes. This putting-out or domestic system of 
industry, although extensively developed in Europe, was not very common 
in the colonies, though some cloth weaving was carried on in this manner. 




92 


THE COLONIAL PERIOD 


The craftsman who developed such a type of business functioned not only 
as an entrepreneur and a laborer but also as a capitalist and a trader. As 
his business grew in size and required more time for management, he ceased 
to work at the craft himself and so became a merchant-capitalist-entre- 
preneur. This marked a step toward greater specialization of functions 
and so tended to create a class of employers distinctly separate from the 
hired workers. 

The third group of industries was that where the technical methods in- 
volved the use of considerable machinery or plant. The processes employed 
might be rather simple, as in the case of a grist mill or a lumber mill, or 
they might be fairly elaborate and require considerable technical knowledge, 
as in the manufactiure of glass, powder, or paper. In any case such an indus- 
try required a fair-sized market in which to dispose of its product, or it 
would not pay to erect a plant. If the product was not easily transp ^r table, 
then the market had to be a local one and, since in most sections these local 
markets were small, it was only in the case of industries produfung a c^om- 
tnonly used, bulky commodity that it paid to build such plants. This 
explains the numerous and widely scattered mills for grinding grain, sawing 
lumber, fulling cloth, breaking hemp, making cider, or the whisky distiller- 
ies, tanneries, and iron forges. The availability of water power was of course 
a factor in detennining the location of mills, though windmills were not 
uncommon and animal power might be used; but only the smaller streams 
and sometimes the tides were used for this purpose, and such sites were 
numerous. Often a group of small mills clustered around a favorable site 
became the nucleus about which settlers gathered, but the large power 
sites which ultimately grew into big manufacturing centers were not de- 
veloped until a later period. 

Where the character of the product or the conditions were such that a 
large market was available, some lines of manufacturing developed on a 
bigger scale. Most such plants were located on or neai* the seacoast where 
they had easy access to foreign as well as domestic markets. It was under 
such conditions that the shipbuilding industry, the manufacture of various 
naval stores, and some of the larger breweries, whisky or rum distilleries, 
meat packing, and lumber plants developed. Here too the capital invest- 
ment involved was greater. The Hasenclever ironworks built in New 
.Wsey in the 1760*s, which is supposed to have been the largest manufac- 
turing enterprise in the colonies, involved an investment of some $250,000 ; 
the outlay in connection with the Principio Company’s ironworks in Mary- 
land and Baron Stiegel’s glass and ironworks in Pennsylvania were not 
far from this sum. In such concerns, therefore, the problem of securing the 
necessary capital was important and affected the form of business organiza- 
tion. In the three cases just mentioned most of the capital was obtained 
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in England or Germany, and this was frequently true of the largest colonial 
enterprises. For most manufacturing enterprises, however, an investment 
of from $1,000 to $10,000 sufficed, and this was obtained from local sources, 
private funds sometimes being augmented ’by public aid. Where a single 
individual lacked sufficient means, partnerships were organized and this 
was the usual form adopted by the larger concerns. The corporate form of 
organization was practically unused for business purposes in the colonies. 

Aside from the acquisition of an adequate supply of skilled labor, capital, 
and the requisite technical knowledge, most of the problems confronting 
the managers of manufacturing enterprises were relatively simple as com- 
pared with those of today. An exception was due to the general lack of 
any means for obtaining fire insurance. This not only made it harder for 
an enterprise to obtain capital or credit but also resulted in any serious 
fire loss falling wit h such a crushing weight on the owners of an enterprise 
that its existence was abruptly terminated. It was for this reason that, in 
cases where an industry was important in supplying a local necessity, aid 
was often given in the fV)rm of a public grant or the authorization of a 
lottery to provide the funds to revive the enterprise. 

The risks arising from fluctuations in the price of the product varied 
greatly in different industries. The household, manufacturing goods for 
its own use, had no concern over prices and, even when it produced a surplus 
for sale, the amount was so small that il had little effect on the family 
income. Similarly, in the case of those producing for a local market, there 
was relatively little risk, for prices in such markets were likely to be fairly 
stable and the stock of raw material or finished goods kept on hand was 
seldom large. The prevalence of custom orders also lessened risks. It was 
in the industries producing on a larger scale and for more than a local 
market, that the risks arising from price fluctuations were greatest. The 
slow and inadequate means of communication made it difficult to forecast 
market conditions, particularly those in foreign lands. The frequent wars 
of the period were one of the most important causes upsetting all calcula- 
tions, and, in the colonies, the fluctuations in the value of the money in 
circulation and in the rates of foreign exchange added to the forces causing 
price changes. 

On the other hand, the slight use of machinery and the small size of 
plants, resulting in a low proportion of fixed and specialized capital and 
overhead costs, made it much easier to adjust output to changing market 
conditions. A similar result followed from the fact that the processes of 
production were not so long drawn out in time and did not necessitate 
planning for so many years ahead as is the case today when the so-called 
“roundabout” process frequently requires machines to make other machines 
to make still other machines before a plant is ready to start production 
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while during this long period of preparation great changes in market condi- 
tions and prices may take place. Also in colonial times changes in methods 
of production were being introduced at a much slower rate than today and 
so lessened the risks and losses incident to the introduction of new processes 
and inventions. 

The Growth of Colonial Manufactures. The preceding discussion of 
the conditions reacting on colonial manufacturing industries will provide 
the chief explanation for their existence and development. Owing to the 
lack of adequate statistical data, the growth that actually took place can 
be described only in vague and general terms. 

In the case of the household industries, it seems probable that they grew 
almost as rapidly as the population. This was due to the necessities of the 
situation in which most people found themselves, especially those in the 
interior distant from waterways. It may be assumed, however, that in the 
larger towns and seaports there developed in time a considerable group who 
bought in the markets an increasing proportion of the commodities else- 
where supplied by household industries; though few families there, even 
among the rich, did not make something in the way of clothing, linen, 
prepared food, soap, candles, etc., to help supply the family needs. 

In those industries producing chiefly for domestic markets, it might also 
be said that their growth tended to keep pace with the growth of the popu- 
lation. As the scattered population in the frontier sections increased in 
density and small groups developed into villages and towns, gristmills, 
lumber mills, fulling mills, and stills were built and carpenters, cobblers, 
tanners, dyers, forge workers, and similar craftsmen began to ply their 
trade. 

In the group of industries that supplied more than the local markets, 
growth was not limited by the increase in population or wealth but was 
stimulated by all developments that tended to widen their markets. This 
group of industries showed more of a tendency toward localization, es- 
pecially in the seacoast sections. 

Perhaps the most important industry in this group was shipbuilding. 
In both Massachusetts and New York, this industry started almost with 
the first settlement, and by 1700 it had attained a substantial development. 
The construction in all the colonies at this date was about 4,000 gross tons a 
year and the rapid expansion during the eighteenth century raised the 
output to about 35,000 gross tons around 1770. Although construction was 
extended to southern New England, the banks of the Delaware, and still 
later on a small scale to the Carolinas, the chief seat of the industry was 
the region from Massachusetts Bay north to the Kennebec River where 
the supply of shipbuilding timber was most accessible. The greater portion 
of the ships was used in the rapidly expanding intercolonial or West Indies 
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carrying trade and in the fisheries, but there was also a growing market in 
England. Colonial-built ships cost substantially less than those built in 
England, though they were generally considered less enduring, and the 
British Navigation Laws provided a protected market. Thus aided, the 
colonies were selling between fifty and one hundred ships a year to England 
around 1770, and a third of British shipping was of colonial build. 

The manufacture of lumber products was generally conducted on a small 
scale and, even when producing for more than a local market, was rather 
widely distributed, though most important in New England. The chief 
branches were the manufacture of staves, barrels, shingles, house timber, 
and boards. In addition to the rapidly growing domestic markets there 
were those of southern Europe and the West Indies. The manufacture of 
all these products increased rapidly during the eighteenth century. Much 
less important, despite Brillsli efforts to stimulate production, was the 
manufacture of pitch, tar, and turpentine, mainly located in the Carolinas, 
and largely an eighteenth-century development. Also less important, though 
rather widespread and oflen among the surplus products of the household 
industry, was the output of potash and pearlash, much of which was 
exported to England. 

What may be called the packing industry became one of the important 
manufactures of this group at an early date. There were two main branches: 
the packing of meat, chiefly beef, and that of fish. Lacking modern methods 
of food preservation, these products were salted and pickled, or dried and 
smoked. Some fish packed in ice were kept fresh, but a growing proportion 
of the exports to southern Europe and the West Indies was dried. This 
industry was concentrated on the New England coast, and from the 
earliest times its product was one of the region’s chief exports. The packing 
of beef and pork was concentrated in the middle colonies and developed 
more slowly, for it was not until the eighteenth century and the spread of 
cattle raising into the interior that packing for export became important. 
Near the close of the period, South Carolina also began to pack for the 
export market. 

Closely connected with the packing of livestock were the tanning of 
leather and the manufacture of soap, lard, and tallow candles. Though 
widely produced in the household or local slaughterhouses, Ihese commodi- 
ties became important by-products of the packing industry and entered 
into the export trade. 

Another industry preparing food products and developing out of local 
industry until it became one of the most important among those producing 
for a large market, was that engaged in grinding flour and baking bread 
or biscuit. As far as it was producing for more than a local market, it was 
concentrated in the middle colonies, notably in the vicinities of New York, 
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Philadelphia, and, later, Baltimore. As wheat growing was extended and 
foreign markets expanded in the eighteenth century, this industry rapidly 
rose in importance, and about 1770 the value of the exports of flour and 
bread was considerably greater than that of any other colonial export 
except tobacco and appreciably exceeded that of the exports of wheat. 

The iron industry, though started at a very early date in both Virginia 
and Massachusetts, did not begin to expand very rapidly until after about 
1720. The plants were located chiefly about the ore deposits from southern 
New York to Virginia with a few in Massachusetts, and occasionally 
attained considerable size. Except for a few experimental attempts to use 
coal as fuel, charcoal was employed exclusively, and its cheapness was a 
decided advantage for the colonies. This was a big factor in the rise of the 
exports to England after the British Act of 1750 admitted colonial iron free 
of duty; by 1771 the total exports of pig and bar, mostly from Maryland 
and Virginia, had risen to nearly 8,000 tons. Such was the growth of this 
industry that by 1775 it is estimated that the colonial output of iron had 
reached 30,000 tons and some 82 blast furnaces and 175 forges had been 
built, a larger number than was then to be found in England and Wales. 
The casting of iron was commonly carried on in connec'lion with the smelt- 
ing of ore, and the output consisted chiefly of household goods, farm uten- 
sils, ship equipment, etc.; but the market for these products was limited 
to the colonies. The industry, however, never reached the point where it 
was able to supply all colonial needs, and imports, particularly of the more 
highly finished products, were always fairly large. 

The manufacture of rum is the most notable exception to the general 
rule that colonial manufactures were confined to raw materials produced 
in the colonies, since it was based on molasses obtained from the West 
Indies, but under conditions that made its cost relatively low. This industry 
first began to develop on an appreciable scale about 1720 and was con- 
centrated in the vicinity of Boston and Newport. The produ('L was con- 
sumed in generous quantities among the colonists and also found an excel- 
lent market in the Indian trade, the Newfoundland fisheries, and the 
African slave trade, the last alone taking nearly 300,000 gallons in 1770. 
A similar situation led to the rise of a substantial sugar-refining industry, 
though little of its product was exported. 

The industries just described were the chief contributors to the export 
trade in manufactured products, and the fact that they were able to com- 
pete in foreign markets indicates that they were among the most successful 
lines of manufacturing developed in the colonies. However, there were 
numerous other industries that sprang up outside the household and were 
chiefly engaged in supplying colonial markets which at least deserve men- 
tion. Among those which became fairly widespread were distilling and 
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brewing, the fulling of cloth, tanning, the manufacture of leather products, 
agricultural implements, carriages, household furniture, and utensils. 
Somewhat less widespread and often located in the larger communities 
were printing, brickmaking, ropemaking, and the manufacture of sail- 
cloth, hats, and silverware. Other branches of manufacturing that were 
likely to be more localized, often near the source of raw material, included 
those producing salt, paper, naval stores, linseed oil, glass, earthenware, 
guns, and ammunition. 

At the close of the colonial period, manufacturing was still the line of 
economic activity in which the colonial economy was most bac^kward and 
deficient and dependence upon imports was most marked. This dependence 
was greatest in the case of textile and iron and steel products, especially 
the finer grades, despite the widespread manufacture of these products in 
the colonies. Still, the progress inade in manufacturing during the colonial 
period was very substantial. Admittedly much of the development that 
occurred was simply a product of the growth of population and the necessi- 
ties of the situation which compelled them to supply their own needs, if 
they were to be supplied at all. It was something that they could and did 
accomplish so much in this way. It was more significant economically that 
they developed some linens of manufacturing able to compete successfully 
in foreign markets, even though these exports were relatively crude prod- 
ucts and the success attained was based chiefly on the possession of cheap 
raw materials while the main obstacle to a greater growth of manufacturing 
created by the high cost of labor had not been overcome. 




Chapter VII 

LABOR CONDITIONS IN THE COLONIES 


Introduction. There were two outstanding conditions that reacted upon 
the position of laborers in the colonies. The first was the relative scarcity, 
and hence high price, of labor, owing to the conditions that created a small 
supply relative to the demand. The conditions determining the supply of 
labor will be explained later; those that created the large demand originated 
principally in the abundant supply of natural resources that could be 
worked up into products for which there was a large market in other coun- 
tries as well as in the colonies. The second fact was the comparative ab- 
sence, except for the slaves and the temporarily indentured servants or 
apprentices, of a distinct laboring class in the sense of a group who during 
most of their lives hired themselves out to employers for wages upon which 
they chiefly depended for their living, though the beginnings of such a 
group were to be found in the larger communities. This situation, so 
different from that of today, was the outcome of various conditions chief 
among which were (1) the attractions of independence as a small farmer 
combined with the ease of acquiring land and (2) the small scale of enter- 
prise which characterized most other lines of economic activity and the 
resulting lack of a clear-cut separation between the groups that functioned 
as entrepreneurs and as laborers. These two conditions characteristic of 
colonial labor exercised a most important influence not only on the eco- 
nomic but also on the social and political life of the colonists, notably in 
tending to develop a spirit of individual initiative, democracy, and inde- 
pendence. 

The Supply of Labor. Labor, including that of independent workers 
as well as that of hired employees and slaves, is by far the most important 
factor of production judged by its contribution to national income. Jn fact 
its contribution is likely to range between one-half and three-quarters or 
more of that income. Hence an understanding of the conditions that deter- 
mine the effective supply of labor is most essential. These conditions are 
numerous, but the outstanding factors entering into the problem may be 
classified as follows: (1) the total population and the number among this 
total capable of doing work, (2) the number of those capable of doing work 
who are willing to work, (3) the length of time in hours, days, and years, 
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and the intensity of their work, (4) the intelligence or skill that they posvsess 
and are willing to apply in their work. Since a great variety of conditions 
react on any one of these factors, we can point out only the more important 
among those operating in the colonial period: 

The growth of population in the colonies and the main factors responsi- 
ble for it have previously been described. It was then stated that the high 
wages and excellent opportunities to earn a good living provided the chief 
inducement for most of those who migrated to the colonies of their own 
accord, while the scarcity of labor constantly impelled the colonists to 
stimulate both voluntary and forced migration. 

It should be noted that the age distribution of the population of the 
colonies was such that the proportion of those of more advanced years 
was relatively small and hence the number of those capable of work rela- 
tively large. This was partly a product of the high birth rate but was due 
chiefly to the growing influx of immigrants, most of whom were young, 
added to which was the practice of putting children to work at a very 
early age. 

In the seventeenth century, the indentured servants provided one of the 
main sources of supply of hired labor, though t here were relatively few in 
New England. In addition to those who voluntarily indentured themselves 
to pay the cost of their passage there was the group of involuntary inden- 
tured servants, chiefly made up of convicts and paupers, most of whom 
were sent to Maryland and Virginia. In the eighteenth century, the supply 
of voluntary servants was augmented by the large influx of Germans and 
Scotch-Irish. It has been estimated that during this period nearly two- 
thirds of the immigrants to Pennsylvania were indentured servants, that 
by 1754 there were 60,000 such in the colony, and that nearly half the total 
white immigration to the colonies came as bound labor. This influx tended 
to reduce the former longer term of indenture to around 4 or 5 years. Such 
servants, however, provided only a temporary addition to the supply of 
hired labor, for, when their term of service expired or when they ran away, 
which was not uncommon, they for the most part became independent 
farmers or possibly craftsmen. 

It was only toward the close of the seventeenth century, when the supply 
of indentured servants proved insufficient to meet the growing demand, 
that the importation of slaves began to assume importance, but during the 
eighteenth century such imports rose rapidly. The system of Negro slavery 
as it developed in the colonies was an offshoot of the extensive system that 
developed in the West Indies. In part it was a product of the difficulty that 
white labor faced under the trying climatic conditions surrounding the 
cultivation of certain crops, notably sugar, rice, and indigo. Doubtless 
more important was the difficulty met with by large planters in securing an 
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adequate supply of labor for the production of the semitropical and tropical 
products for which the world was clamoring. At a period when the mobility 
of labor was far less than it is today, the forced labor of slaves provided the 
quickest and surest means for supplying this need. Also the conditions under 
which the great staples of the Southern plantations were raised were such 
that the disadvantages attending the use of forced laV)or were much less 
marked than in the case of the crops raised on the small farms that pre- 
vailed to the north. Finally, the moral conscience of the world had not 
been sutticiently aroused to secure any general condemnation of the system. 
Individual protests were made, but even at the close of the colonial period 
the Quakers and allied sects were the only groups that had taken a fairly 
positive stand in opposition to slavery. 

In nearly all the colonies there were instances of Indians being enslaved, 
chiefly those captured in war; but being difficult to control they were 
seldom satisfactory workers and the number was never appreciable. The 
first Negro slaves were brought to Virginia by the Dutch in 1619, but as 
late as 1681 there were only about 3,000 slaves in that colony as compared 
with around 12,000 indentured servants in a total population of 70,000 
or 80,000. There were then very few slave^^ in the other colonies outside of 
Maryland. From about 1700, the importations increased very rapidly so 
that the total number of slaves in the colonies rose to about 60,000 in 1714, 
nearly 300,000 by 1754, and around 500,000 by 1775. 

This increase was due chiefly to the demand created by the expansion 
of tobacco growing in Maryland and Virginia and the introduction of rice 
and, later, indigo in Carolina and Georgia. In 1775, probably 465,000 of 
the slaves were to be found in the colonies from Maryland southward, for 
the most part on the great plantations; in South Carolina they made up 
nearly two-thirds of the total population. Of some 35,000 slaves to the 
north of Maryland the largest proportion relative to the whites was to 
be found in Rhode Island and New Vork. Most of them were in the vicinity 
of the larger seaports where many were employed as domestic ^servants or 
common laborers. The price of slaves varied greatly with their sex, age, 
physique, training, and general character; averaging around £20 or £25 
in 1700, it had about doubled by the 1770’s with the best fetching con- 
siderably more. 

• As far as willingness to work was a factor affecting the supply of labor 
in the colonies, it may be said that a large proportion of the free population 
was imbued with the spirit of work to a marked degree. Climatic conditions, 
except in the Southern tidewater region, were generally favorable. Most of 
those who migrated to the colonies were ambitious, energetic, and thrifty. 
The Puritan spirit scorned idleness as a device of Satan, and the ideals of 
religious and political freedom were a spur to constant toil. The parents 
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took care that this same spirit was developed in their children, for the latter 
were put to work at an early age about the household, on the farm, or in 
the shop. Even among those who accumulated wealth, the absence of what 
might be called a leisure class, such as was* prominent in Europe, was a 
noticeable feature; the nearest approach to such was to be found among the 
plantation owners of the South. As compared with the well-to-do families 
of modern times, this spirit of work was even more marked among the 
women than among the men. Among the unfree workers, on the other hand, 
whether indentured servants or slaves, though most marked in the case of 
the latter, there was little or no incentive to work or work well except the 
fear of punishment. This of course is always the chief economic defect of 
forced labor and involves the extra cost of its close supervision. 

The customary hours of work were generally much longer than today, 
though in the case of farm work the difference was less marked. Not only 
were the hours of work per day long but the number of days per year and 
the number of years of work relative to the lifetime were also long. Except 
for the Sabbath, observed with much strictness in the Puritan colonies, 
holidays were almost unknown and vacations from work scarcely thought 
of. The years of work for most started at a tender age and continued till 
failing powers or death intervened. On the other hand, the intensity with 
which people worked, again excepting farming, was much below that which 
prevails, particularly in manufacturing, today. Tn fact most of the activities 
of the business world proceeded at a much more leisurely pace and involved 
a far less intense strain on all concerned than is nowadays customary. 

The fourth factor listed as determining the supply of labor is the skill 
and intelligence which the worker can apply to his tasks. The importance 
of this factor naturally varies with the character of the work to be done, 
but it is seldom without its influence even in the tasks of the common 
laborer. The lack of an adequate supply of skilled workers was a constant 
cause of complaint in the colonies; hence we are led to inquire what the 
colonists did, either through vocational training or general education, to 
try and raise 4he general level of skill and intelligence. 

Particular attention was given to the training of the young for some 
skilled craft. As far as boys were concerned, this was generally carried out 
through the system of apprenticeship copied from England, though some- 
what modified by colonial conditions. A boy of from twelve to fifteen plan- 
ning to enter a trade would be apprenticed for a term of yeai*s, ordinarily 
until he was twenty-one. The master for whom he worked and in whcxse 
home he often lived was under obligation to teach him the trade and |)er- 
haps supply him with a certain amount of clothing as well as board and 
lodging. Frequently the master was also obligated to see that the apprentice 
secured instruction in reading, writing, and morals. In most of the colonies, 
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care of the pauper children until they became of age was provided under 
public regulation by this apprenticeship system. Sons of seaport merchants 
expecting to enter trade got their training as clerks in the stores and on 
ship voyages. In the case of young girls, since there were then relatively 
few opportunities for the sex to earn an independent living outside of the 
usual household activities, the training was confined to the house, in which, 
however, there was a multiplicity of activities available. 

The colonial provisions for a general education were extremely meager 
and, as far as the great majority of children was concerned, were limited 
to instruction in reading, writing, spelling, and sometimes a little arithmetic 
or bookkeeping. The importance of education was especially stressed by the 
churches, particularly as providing ability to read the Bible. This partly 
explains the more general provision for, and requirement of, some schooling 
in the New England towns where greater unanimity of religious belief 
existed than in the other colonies and the dominant theocracies, except in 
Rhode Island, made it easy to pass the needed laws. Also the township 
system of compact settlement made schools more accessible and less 
expensive to support. As early as 1642, Masvsachusetts required that all be 
taught to read either by masters or parents and in 1647 passed a law calling 
upon all towns of fifty or more families to establish elementary schools and, 
in the case of the larger towns, Latin grammar schools, though attendance 
was not made compulsory. By 1671, all of New England except Rhode 
Island was under laws requiring some form of education, though there was 
later considerable relaxation and e.nforcement of the laws was not adequate, 
particularly in the frontier sections. 

In the middle colonies, where there was greater diversity of religious 
belief, parochial schools prevailed; in the South the scattered population 
resulted in meager school facilities in most sections. The wealthier families 
employed private tutors and some boys were sent to England. In both of 
these groups of colonies private pay schools and grammar s(;hools were 
available in the larger places, while the children of the poor were very 
indifferently provided for by parochial and charity schools or the instruc- 
tion required for apprentices. It is obvious that relatively few of the colonial 
children could have obtained much formal schooling beyond elementary 
instruction in the three R’s and that illiteracy must have been very com- 
mon. Grammar schools, which took boys from about seven to fifteen years 
of age, after which they were presumed to be ready for college, were avail- 
able only in the larger places and were attended chiefly by those sons of 
the well to do who expected to enter one of the professions. Seldom was 
thought given to more advanced education for girls. 

The first college in the colonies was Harvard, founded in 1636 and fol- 
lowed by William and Mary in 1693 and Yale in 1701, while six others were 
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set up between 1746 and 1775. They were intended primarily to train 
young men for the learned professions, particularly for the ministry, and, 
with one exception, owed their origin largely to the activities of the different 
religious denominations. The curriculum was -molded along classical lines, 
hut the education provided was only more advanced than that of a modern 
high school in a few subjects and less so in others. Law schools were not 
yet available and medical schools only a little before the close of the period, 
so that those seeking such professional training generally studied in the 
offices of practitioners, though a few went to England, chiefly for law. 

Evidently the state of general education in the colonies fell far short of 
what was desirable for economic, to say nothing of social, efficiency, even 
allowing for the undeveloped state of the sciences and general knowledge 
at that time. Still the colonies were doing more to lessen illiteracy and 
ignorance among the masses, the slaves excepted, than the countries of 
western Europe. In furthering this movement, the scarcity of labor to- 
gether with the political and religious ideals were the dominant factors. 

The Condition of the Workers. The position in which the free laborer 
in the colonies found himself was a great improvement over that which 
confronted him in Europe. Money wages were higher and food and housing 
cheaper than abroad. With labor everywhere in demand, no competent 
worker need lack employment for any length of time, for in those da>s 
periods of widespread depression and unemployment were rare; lhe> 
alfected only a very small group in the larger towns and cities while agri- 
culture, which was the chief support of around nine-tenths of the people, 
was carried on much as usual. Relatively few were content to continue long 
in the status of a hired laborer, and the shift to a position of independence 
was relatively easy. The newly arrived immigrant might hire himself out 
for a short period until he had got his bearings and accumulated a little 
capital — as he was often advised to do — but he was generally quick to 
take advantage of the first opportunity to set up his own shop as a crafts- 
man or rent or buy a farm. The native-born sons often did likewise when 
their parents could not set them up in independence. The great majority 
in both classes took up farming, and the ease with which land could be 
obtained, in marked contrast to the situation in Europe, provided an 
alternative opportunity for those dissatisfled with their working conditions 
to become independent fanners. During most of the country’s history, 
this opportunity was to be one of the chief factors in improving the condi- 
tion of the workingman. 

The level of wages that prevailed in colonial times can only be inferred 
from the scattered figures available. Apparently a moderate advance oc- 
curred after the first third of the eighteenth century, and toward the close 
of the period common labor was being paid between 30 and 50 cents a day 
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and a skilled artisan from 60 cents to $1.25. The yearly pay of help that 
lived with the family and so got their board and lodging might range from 
$20 to $40 in the case of female domestic servants and from $40 to $80 in 
the case of ordinary farm workers. The level of wages was distinctly higher 
iii urban centers than in the country, and that prevailing in the middle 
colonies was somewhat above the level existing in New England or the 
South. 

Though these figures seem low today, it must be remembered that the 
purchasing power of this money wage, that is the “real” wage, was much 
higher than in modern times — it has been roughly estimated as three to 
four times higher than in the years just before 1914. The common laborer’s 
wage enabled him to secure at least a sufficiency of the things then con- 
sidered necessities, and he was much better off than his fellow worker in 
Europe. The skilled worker could obtain in addition a fair amount of the 
cruder comforts that then made up some of the luxuries of life. Of course a 
great many things that subsequent economic progress has made it possible 
to consider as necessities for all today were not available e^en to the 
wealthy in colonial times. 

Occasionally, chiefly in the early period, the colonies attempted to fix 
wages. All these efforts, it is to be noted, were designed to keep wages down. 
Thus Massachusetts in 1634 limited wages in certain building trades to 
2,9. a day and in 1636 gave the towns the right to fix wages. This simply 
followed what was a common practice in England at that time, but the 
few efforts made to introduce this policy into the colonies were almost 
invariably abandoned. The reason was that, where wages were fixed too 
low, the laborer either moved to some other place or refused to hire himself 
out and turned to farming or some craft where he could be independent. 
Such action was facilitated by the fact that the colonial laborer enjoyed 
far greater freedom of movement than existed in England, where, chiefly 
in the effort to keep wages down, many restrictions were placed in the way 
of laborers who desired to change their work or to move to another place. 
The practical impossibility of enforcing such regulations in the colonies, 
where labor was scarce and a strong centralized gf)vemment was lacking, 
greatly improved the condition of labor. 

What practically amounted to fixing a worker’s earnings was the rather 
common practice of regulating the prices of certain goods or services gen- 
erally considered as necessities. This wAs another institution inherited from 
Europe and had its origin in the medieval efforts to protect consumers 
against monopolistic and unjust prices. In the colonies, price fixing was 
most commonly applied in the case of bread, known as the “assize” of 
bread, but was at times applied to other necessities, and the rates charged 
by carters, butchers, mills, ferries, and inns, which often enjoyed a local 
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monopoly resembling that of present-day public utilities, were frequently 
regulated. It was against such price fixing that the few so-called “strikes” 
of the colonial period were directed, as in the case of the street cleaners 
of New York in 1677, the coopers in 1680, or the bakers in 1741. Thus they 
were not like the modern strike, a conflict between laborers and employers, 
but a protest by a group commonly made up of independent craftsmen 
against prices fixed by local government. 

The Economic Position of the Worker. Today the labor problem, 
particularly that involving the relations between the hired worker and his 
employer, has become one of the prominent and difficult economic issues; 
in the colonies this problem as we know it can scarcely be said to have 
existed. This was due chiefly to the very small proportion of those who 
continued as hired workers for much of their life and the comparative ease 
with which a worker could become an independent entrepreneur as an 
artisan or a farmer. Also the small scale of business enterprise and the fact 
that in most fields of economic activity the employer was likely to work 
alongside of his employees served to humanize the relationship between 
them. Finally, the forms of competition tending to depress wages were 
much weaker than today. 

Even in colonial days, however, there was enough competition to lead 
certain groups of workers to try and restrict it by oiu' or another form of 
regulation. The groups taking such action were not hired laborers like the 
modern trade-unionists or the European journeymen, for that class was 
too small and weak to wield any power, but rather the independent artisans. 
These craftsmen in the largest communities at times complained that they 
suffered from the competition of itinerant or unskilled workers, and they 
sought to secure laws or local ordinance-s that would eliminate such com- 
petition. It was this that led to the creation of the very few organizations 
corresponding to the English guilds of which we have any record. Thus in 
Boston in 1648 the shoemakers and the coopers were granted charters 
giving them a practical monopoly of the town’s trade and the power to 
stop unskilled workers; Philadelphia in 1718 seems to have granted similar 
rights to the same crafts and also to the tailors; in 1667 New York gave a 
local group a monopoly of the carting business. Economic conditions in 
the colonies being unfavorable, all these grants were short-lived. The guild 
system was another one of the institutions of Europe that failed to develope 
in the colonies. The only semipermanent workers’ organizations before 1775 
were friendly societies. 

Other devices of the artisans to check competition met with little better 
success. In the larger places there were frequent ordinances limiting the 
right to carry on a trade or run a shop to citizens or thovse formally admitted 
to the freedom of the place; but enforcement seems to have been very 
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inefTective even when, as was usually the case, such rights were easily 
obtainable. The regulations requiring a definite period of training as 
apprentices provided some protection against the competition of less 
skilled artisans and often had that as an objective as much as that of pro- 
tecting the public against poor work. But these regulations also were seldom 
vigorously enforced; the traditional 7 years of training were often reduced, 
when not ignored, or the apprentice, after a little training, escaped to some 
community where no restrictions were imposed. The far greater freedom of 
the colonial worker to move from place to place or to shift from one occupa- 
tion to another, as compared with the conditions in Europe, not only 
benefited the worker but also tended to promote a more efficient use of the 
available labor resources. 




Chapter VIII 


COLONIAL TRADE AND MARKET 
ORGANIZATION 


Introduction. The function of trade in the economic order is to further 
the process of specialization or division of labor as between individuals or 
regions so that goods or services can be obtained more cheaply than when 
every person or family produces all that they consume. The economic 
principle underlying this specialization is known as the “law of comparative 
costs,” namely, that each individual, assuming an intelligent choice from 
the point of view of his economic interests, will tend to specialize in that 
line of activity in which he possesses the greatest relative advantage as 
compared with those producing the various goods that enter into exchange 
under the conditions then existing. This principle applies not only between 
individuals that make up the family group, but between those in the same 
locality, the same nation, or throughout the world; in short it underlies 
all trade. Since there are marked variations in the economic elRciency of 
all the factors of production, not only within a ( ountry but throughout the 
world, it is obvious that the greater the proportion of the supply of these 
factors of production throughout the world that enters into the process of 
the world’s specialization and trade, the greater the likelihood that the 
wants of the world will be supplied in the most economical way. 

The ideal situation, economically, would be one where there were no 
limitations or hindrances on trade and where there was a perfectly organized 
world-wide market for all goods and services. Unfortunately, such condi- 
tions are far from being realized and trade is hampered in innumerable 
ways. In the first place, there are the costs of transportation and all the 
costs connected with buying and selling, such as packing, storage, insur- 
ance, or advertising. Unless these costs are lower than the economies secured 
through specialization in production, it will not pay to engage in trade. In 
the second place, individuals or social groups have frequently sought to 
obstruct freedom of trade, sometimes because of the economic advantage 
thus obtained by a few, sometimes because objectives other than the 
purely economic were supposed to be furthered thereby. 

Still, if we look back over the long course of history, we see that the 
fundamental trend throughout the ages has been the slow but sure advance 
toward the attainment of the ideal of a world market. Nothing could afford 
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more striking proof of the advantages of specialization and freedom of 
trade to the human race. The advance in science, the introduction of better 
means of transf)ortation and communication, the resulting development of 
the unknown or previously inaccessible resources of all regions, the intro- 
duction of new devices and institutions for facilitating trade have all 
helped to enable the world to support a larger population at a higher stand- 
ard of living, thus furthering the progress of civilization. 

This importance of the conditions affecting trade makes it essential to 
understand just what those conditions were in colonial times and the 
extent to which progress was made during the colonial period. Only as 
one realizes the great obstacles that tended to restrict and limit trade, both 
domestic and foreign, at this period can he appreciate the significance of 
the advances made in later times in furthering the economic progress of 
the country. 

Transportation Conditions. Prominent among I he fac’Jors limiting the 
area of colonial markets was the heavy cost of overland transport. This 
was made the more serious because the chief domestic producU consisted 
of goods that were heavy and bulky in proportion to their value and hence 
less able economically to stand high transportation charges. It was in 
part to avoid this difficulty that the earlier settlements were made along 
the coast and the navigable streams. Such sections were not only easier 
to get to in the first place but, through the cheap and free highways of 
the sea, they provided easy access to both colonial and foreign markets. 
The colonists were fortunate in having so many excellent harbors and 
navigable streams, and throughout the period the waterways were the 
chief means of transportation for commodities that had more than a local 
market. On bulky goods, freight charges across the Atlantic were often 
lower than for only 100 miles overland. 

As settlers were forced to locate in the interior at any distance from the 
waterways, the problems of overland transport became serious. At first 
the Indian trails or narrow paths were used and goods transported on horse- 
back. As soon as the population of any section rose to the point where the 
burden of constructing roads could be borne, measures were taken, usually 
by the town or the county, to provide for them. It was, therefore, in the 
more thickly settled sections of the North that roads were best developed. 
Towns and counties commonly levied a road tax payable in money or to 
be worked out by the farmer and his team on the roads each year. 

In the eighteenth century, as population spread into the interior, con- 
struction proceeded a little more rapidly; but there was always a tendency 
to reduce it to a minimum and to neglect the upkeep. By 1775 there was a 
fair system in the more densely settled regions supplemented by many 
narrow paths and old Indian trails. For more distant travel a system of 
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post roads radiating from Boston made connections with the neighboring 
colonies and joined a road running south through New York and Phila- 
delphia to Chesapeake Bay. In New York, near-by settlements built roads 
to the Hudson River and Ibe Iroquois trail extended westward from Albany 
to Lake Ontario and Lake i']rie. A network of roads connected Philadelphia 
with the surrounding agricultural region and Forbes Road across the colony 
to Pittsburgh was opened in 1758. From Baltimore a road ran westward to 
the Potomac and joined Braddock’s Road over the mountains to Pitts- 
burgh, cut in 1751. The few roads in the tidewater South generally con- 
nected with the nearest waterway. As the upcountry region was settled, 
the Wilderness Road was built up the valley of the Shenandoah and over 
to the frontier outpost at Watauga; another road from Richmond was 
extended to connect with it. From Watauga, Boone, following the old 
Indian path through Cumberland Gap, OT)ened a trail leading to the Lexing- 
ton region in Kentucky in 1775 (see the map on page 256). Other roads or 
trails connected the upcountry with seaports or points on the fall line of 
rivers where navigation ended. As bridges over anything but the smaller 
streams were Loo diflicult and expensive to construct, ferries were widel> 
employed. 

Even the best highroads were far from satisfactory, being seldom kepi 
in proper repair and often, at unfavorable seasons, almost impassable; the 
ordinary country roads were*still worse. In the sections where snow fell 
in sufficient quantity, extensive use was made of sledges to carry the more 
bulky produce to distant markets. Elsewhere, as passable roads became 
available, heavy wagons drawn by slow-moving oxen were used; in the 
tobacco plantations enormous cylindrical casks were constructed and rolled 
over the roads. Those whose chief surplus product consisted of livestock 
were fortunate in that it could be driven to market. On the better roads 
the light two-wheeled shay could be used, and on the main highways, 
where travel was denser, stage lines were gradually introduced. By 1760 
one could journey by stage from Boston to New York in four days and 
thence to Philadelphia in tlu-ee days more. The stage that made the latter 
trip in two days in 1766 was known as the “flying machine.” To accommo- 
date this travel, freejuent inns and taverns were necessary, and their 
charges were commonly regulated for the protection of the public. In the 
South, where such accommodation was less available, the open door and 
generous hospitality of the plantations provided an excellent substitute. 

'Fhe Means of Communication. Cheap and quick means of communi- 
cation so that buyers and sellers can obtain prompt and full information 
as to market conditions and easily get in touch with one another are essen- 
tial facilities for the most efficient trading; lacking such the risks of trade 
are greatly increased and the flow of goods to the uses that are most advan- 
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lageous to society will be impaired. Ilow serious were the problems created 
by the lack of such facilities in colonial times is difficult of appreciation by a 
generation accustomed to the telephone, the telegraph, the radio, inex- 
pensive transport, cheap printing and newspapers, low postage rates, and 
widespread advertising. 

Most of the colonies attempted to establish .a limited postal service 
during the last of the seventeenth century, and by 1672 there was a monthly 
post between Boston and New York. In 1693 under a crown patent to an 
individual, a service was set up running from New Hampshire to Virginia, 
weekly in summer and fortnightly in winter, but in 1707 the crown took 
this over and established the general post office. The rates charged in the 
colonies were about 4c/. a single sheet for letters carried less than 60 miles 
and (id. up to 100 miles; between England and the colonies the rate for a 
single sheet letter was Is. In 1753 rates were reduced about one-third. As 
late as 1775, the service was confined mainly to the more populous seaboard 
area, and the rates were so high that travelers were asked to carry messages 
wherever possible. 

The first permanent newspaper was The Boston News Letter y a weekly 
started in 1704. By 1740 there were eleven newspapers, but they wpre 
confined to only five of the colonies. The total rose to about thirty-seven 
by 1775. Typically they were a single folded sheet issued weekly, for the 
first daily did not appear until 1784, and wefe so expensive that few could 
afford to buy them. For the most part, the news dealt with political events, 
and business conditions received little attention. A fair amount of adver- 
tising, usually short notices of goods available without price quotations, 
was included, and this, with possibly some distribution of handbills, was 
the only device employed to spread market information. Under such con- 
ditions news of any sort spread very slowly and chiefly by word of mouth. 
Around 1760 it was stated that it took about 3 weeks for word of an event 
to spread to the different colonies; the frontier settlers got their news still 
later. Word of European happenings was likely to arrive from 2 to 4 months 
or even longer after the event. 

Colonial trade was also limited by many other obstacles. The lack of a 
satisfactory monetary system and of good credit facilities, to be described 
later, complicated trade and increased its uncertainties. The absence, except 
for mauine insurance, of facilities for securing different forms of insurance 
increased risks and limited trade as did also the backward character of 
various other institutions employed to aid the processes of trade. 

Trade within the Colonies. The outstanding feature of trade within 
the colonies was its relatively small amount per capita. This was inevitable 
under the numerous conditions tending to hamper trade, though the low 
per capita income as compared with modern times was also a limiting factor. 
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The economic wants supplied by the commodities available in the typical 
family among the masses were relatively few in number and covered little 
more than the bare necessities of food, clothing, and shelter, all of the 
simplest forms. As most families dwelt in rural regions and got their living by 
farming, they were able to supply a large proportion of these needs by their 
own ellbrt, and a relatively self-sufficing economy prevailed among them. 

In frontier sections, shelter was provided by the log cabin erected with 
the help of a few neighbors and built of trees from the wood lot which also 
supplied fuel and the material for most household furnishings and farm 
equipment. For textiles and clothing, the patch of flax and the wild deer 
or fur-bearing animals supplied the raw materials which were worked up 
into finished products in the household. Practically all the food was raised 
on the farm, though hunting, fishing, and berrying provided other sources 
of supply. Among the relatively few things that such a family generally 
had to secure elsewhere by way of trade the most common were metal 
products, salt, cotton, medicines, paper, ammunition, and a few tropical 
foods. We may surmise that the average annual outlay on such purchases 
seldom exceeded $25 or $50, and often was even lower. 

Naturally the trading done by those living in better settled rural districts 
was more extensive. It was likely to include in addition to those things 
already enumerated, the services or products of the local lumber mill, the 
grist mill, the distillery, the carpenter, the blacksmith, the doctor, and the 
clergyman if these were available, as well as a miscellany of items from the 
stock of the country store. Individuals dwelling in the larger towns and 
seaports, where far more specialization of work was possible, generally 
followed some one trade or profession and had to buy most of the goods 
and services that they used. Yet even in such places many kept a garden 
and possibly a cow, not a little of the clothing was made in the family, and 
household activities supplied many things that today would be purchased. 

The trade between dill’erent sections of any one colony and in some cases 
between the adjacent sections of two colonies consisted mainly in the 
movement ofi products of the various extractive indust rie^s from the interior 
to the seacoast ports and the return movement of some local manufactures 
but chiefly of imported goods for distribution through the interior. In 
New England, the inland sections sent out lumber and a miscellaneous 
assortment of their rather small surplus of farm products or household 
manufactures. In the middle colonies, the list was very similar, but the 
volume of this trade was larger and there was much greater concentration 
on grain and in New York on furs. In the tidewater section of the South, 
the plantation staples augmented by a few forest products almost com- 
pletely dominated this trade, while after 1730 the upland sections began 
to send down grain, skins, and livestock. 
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The least developed branch of colonial trade was that among the different 
colonies, though an exception should be made of colonies like New Jersey 
or North Carolina, where the best seaport markets were located in adjoining 
colonies, and of cities like New York that attracted considerable trade, 
much of which was essentially local, across near-by boundary lines. Outside 
these exceptions, the bulk of the intercolonial trade was chiefly concerned 
with the redistribution of goods from foreign countries. The main colonial 
products in this interchange were the southern staples, rum, a few manu- 
factures, and after about 1750 a substantial volume of foodstuffs. In addi- 
tion there was the trade with the Indians which brought in furs in exchange 
for rum, blankets, guns, and trinkets. 

The Marketing Organization. In the rural districts about the only 
individual specializing in trade, except for the Indian trader of the frontier, 
was the keeper of the country store, and even he was apt to be a fanner as 
well. His miscellaneous stock was designed to meet the local dem uid for 
goods not produced in the vicinity, and it was usually l(^ him tha^ the farmer 
sold any small surplus of products that he possess(^d, though if his surT)lus 
was large he might take it to a seaboard market himself. The storekeeper 
ordinarily obtained his stock of go(Mls by journeying once or twice a year 
to the seaboard cities, and on these occasions he might carry with him some 
of the country produce obtained in trade if more frequent shipments were 
not necessary. Few villages any distance from navigable waters had popu- 
lation enough to sustain more than two or three stores, but some additional 
competition was provided by the itinerant peddlers who traveled through 
the more populous rural sections. There was much opposition to these 
peddlers on the part of the storekeepers, and most colonies adopted meas- 
ures designed to restrict their activities, though enforcement seems to have 
been uncertain. 

In the larger towns and cities, far more specialization in trading activities 
and organization was possible. Specialization of retail stores at first devel- 
oped along a few rather general lines such as groceries, dry goods and 
notions, hardware, or imported goods. The apothecary and tobacconist 
were among the earliest of the highly specialized retailers, but during the 
eighteenth century a wide variety of others appeared in the larger seaports. 
Besides the stores, the more populous places always had public markets, 
generally set up in open stalls in the streets or a public building like Faneuil 
Hall in Boston. Foodstuffs brought in by the neighboring farmers were the 
chief products sold here, but a considerable range of other goods such as 
fish or household manufactures might be found. This was another l^]uropean 
institution and, following the practice abroad, these markets were subject 
to extensive control by the local government. In most places they were 
open only certain days of the week, and those bringing in country produce 
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were forbidden to sell to local hucksters and peddlers until consumers had 
been given the first chance to make their purchases. Another feature of the 
larger places, also copied from Europe, was the fairs, usually held in the 
spring and autumn. Here, although farm produce dominated, a wide 
variety of other goods might be oft*ered for sale and not a little entertain- 
ment, often allraciling people from a considerable distance. 

The wholesale trade was confined chiefly to the larger seaports, although 
a few merchants in the interior had wholesale dealings with neighboring 
country stores. Apparently the specialized jobber intervening between the 
wholesaler and the retailer had not yet developed, and it is probable that 
most wholesalers also engaged in retailing. Many of them also served as 
commission men in buying and selling for the account of others. During the 
eighteenth century sale through auctions became increasingly common, 
especially for imported goods or for surplus stocks in a period of depression. 
These were chiefly patronized by retailers needing to replenish supplies. 
The larger seaboard merchants often had their own warehouse, wharf, and 
ships, and their business was fre(|uently (tarried on as a partnership. Such 
merchants, like many others, were also constantly entering into arrange- 
ments for some joint enterF)rise which was limited to a deal in certain goods 
and then wound up. The great bulk of the wholesale trade of the colonies 
centered about the gathering in to the seaports of produce from the interior, 
most of which was exported, and the distribution of imported goods. 

Foreign Trad<‘ : Underlying Economic Conditions. The importance 
of foreign trade, under which we include that with the British Empire as 
well as that with other countries, in the history of the colonies can hardly 
be exaggerated ; this is true of the political history as well as of the economic 
development. This was due to two things: (1) Great Britain valued the 
colonies chiefly for their trade and, up to at least 1764, the relations between 
them and the mother country were largely determined by considerations 
connected with trade. (2) In the case of every colony, I he development of 
its foreign trade was one of I he chief factors promoting economic growth 
and progress; without it much of the advantageous economic specialization 
that arose would have been impossible. The situation was in marked con- 
trast with that of modern times, for intercolonial trade in colonial products 
was slight as compared with interstate trade today, and for the colonies 
as a whole foreign trade was much more important relative to domestic 
trade than it has been for the United States in recent times. This vitally 
important position of foreign trade in fact continued down to the War of 
1812, and the subsequent decline in importance relative to domestic trade 
is one of the striking differences between the economic order of the colonial 
period and that of later times. 

To understand the characler of the commodities entering into this foreign 
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trade, the routes that it followed, and the causes affecting its development, 
we must first turn to an analysis of the underlying factors involved. As in 
the case of the earlier analyses of agriculture or manufacturing, these 
factors may be divided into two groups: (1) the underlying economic con- 
ditions, including transportation and marketing changes, which entered 
into the determination of the comparative cost of goods in the colonies and 
in other countries, and (2) the artificial action, chiefly in the form of legis- 
lation on the part of the different colonies, Great Britain, or foreign coun- 
tries which sought to regulate, either by repressing or stimulating, the 
economically natural or free course of trade. The first of these groups of 
factors was by far the more important of the two, as nearly always has been 
true of the great bulk of international trade throughout the world. It is 
chiefly because of the political issues and discussion aroused over the 
subject that the public mind has come to attach far greater importnuce to 
the power of legislation to control trade than it in fact has possessed while 
the influence of the underlying economic conditions has been sadly ignored. 
The country’s economic history will provide numerous illustrations of this 
truth. 

The main factors in the underlying economic conditions affecting com- 
parative costs have been indicated in previous chapters where it was 
pointed out that, with a scarcity of labor and capital and an abundance of 
natural resources, the colonists found themselves best fitted economically to 
specialize, as far as commodities entering international trade were con- 
cerned, in the products obtainable from their extractive industries. Con- 
versely, the countries with which the colonies traded enjoyed a comparative 
advantage in two general classes of goods: (1) those requiring a relatively 
large proportion of labor and capital and (2) those based largely on the 
natural resources of semi tropical or tropical regions. The former advantages 
were possessed chiefly by European countries, notably England, France, 
and the Low Countries, in various lines of manufacturing. The latter ad- 
vantage of course fell to tropical regions among which the West Indies were 
of chief significance. In fact these islands became so vital a factor in the 
economic life of the colonies that a brief summary of their development is 
essential for an understanding of the colonial period. 

The Development of the West Indies. In the West Indies during this 
{period, other nations, chiefly England, France, and Holland, were con- 
stantly trying to seize the Spanish possessions and break down the monop- 
oly of trade with all of Spanish America that Spain endeavored to maintain. 
From the first of the seventeenth century on, when most of the smaller 
islands were seized following the rapid decline of Spain’s power, these 
efforts met with increasing success. Spain had done little to develop the 
resources of the islands, her interest having been largely diverted to mining 




COLONIAL TRADE AND MARKET ORGANIZATION 115 


the precious metals in Mexico and Peru, but England and France at once 
set to work to secure from their new possessions such tropical products as 
they needed and the islands could supply. The Dutch were more concerned 
with developing trade with the Spanish colonies. 

Among these products sugar soon became preeminent. Europe produced 
very little cane sugar; beet sugar, which became so important a product 
of the Continent in the course of the nineteenth century, was then unknown. 
The result was that during the colonial period the British and French West 
Indies along with Portuguese Brazil became the chief sources of western 
Europe’s supply of sugar; meanwhile consumption of the product was 
greatly expanded. It was chiefly on the sugar industry that the rapid growth 
in prosperity of these islands was based, and it was this that led the nations 
of Europe to regard them as such valuable possessions. 

During the seventeenth century, the British islands took the lead in 
production, but in the next century the French islands enjoyed a much 
more rapid growth and soon almost drove the British product from the 
markets on the Continent. By 1776, the output of French Santo Domingo 
alone was reported to exceed that of all the British West Indies. On the 
other hand, the large islands of (]uba and Puerto Rico, still held by Spain, 
suffered from general negle(;t and strict commercial control and began to 
develop their rich resources only in the last third of the eighteenth 
century. 

In addition to sugar and its by-product molasses such items as tobacTo, 
cocoa, coffee, cotton, and dyestuffs were obtained from these islands, l^he 
island output might also be augmented by trade with the near-by Spanish 
mainland, which also brought in the much coveted specie, and the facility 
for carrying on such trade, most of which was illicit, was considered a great 
advantage of such islands as British Jamaica or Dutch Curasao. 

Since the West Indies concentrated almost exclusively on producing 
these goods, they were dependent largely on outside sources for many 
supplies, chief among which were manufactured goods, foodstuffs, lumber 
products, draft animals, and slaves. The manufactures were obtained in 
the main from Europe, as was also a portion of the foodstuffs; the colonies 
furnished most of the rest of the food together with lumber products and 
draft animals, and this was true of the needs of the French islands as well 
as those of the British. It was the rapidly expanding demand in the West 
Indies that furnished the chief market for the surplus products of agricul- 
ture, lumbering, and the fisheries of the Northern colonies and thereby 
played a most important part in their development. The slaves were ob- 
tained from Africa, and the various reactions of the slave trade on colonial 
economic development were of such importance as to require a brief 
account of that trade. 
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The Slave Trade. The slave trade, starling in the second half of the 
fifteenth century, was based on the supply of Negro slaves obtainable on 
the west coast of Africa in the region extending from Cape Verde to beyond 
the Congo, all of which was originally under the control of Portugal. The 
European market for these slaves was slight, but the discovery of the New 
World and the need for labor to exploit its resources created a demand that 
steadily rose until the adoption of measures to abolish the trade starting 
early in the nineteenth century. 

During most of the sixteenth century, the Portuguese were able to domi- 
nate the trade and, as Brazil was their only American colony wanting 
slaves, they allowed others to take some part in the trade to the Spanish 
colonies which then provided the only other market. During the period of 
Spain’s control over Portugal, 1581-1640, she was able to provide her 
colonies with slaves from the Portuguese possessions, but when these were 
lost she was forced to fall back upon slaves brought by foreign traders. To 
control this trade and secure a revenue from it, Spain adopted a plan 
known as the “assiento” whereby she sold a contract to supplv slaves to 
her colonies. This grant was held in turn by the traders of different nations 
and in 1713 was given to England where it was turned ovei to the famous 
South Sea Company. The holders of the assiento frequently failed to pro- 
vide the number of slaves desired, and there was always a large illicit trade 
despite Spain’s efforts to check it. 

In the seventeenth century, starting with the rapid growth of the colonial 
possessions largely seized from Spain by England, France, and Holland 
and their need for slave labor as the cultivation of sugar, tobacco, and 
other products rose, an additional incentive was given these nations to 
acquire a stronger hold on the slave trade. To further this, all three nations 
seized different sections of the Portuguese slave coast and set up their own 
trading posts, resulting in the most intense rivalry and much violence. In 
this move the French and Dutch led the English, whose aggressive partici- 
pation in the trade began only about 1660 but then made rapid progress. 
Each nation adopted the policy of granting a monopoly of the trade of its 
African posts to some company, but the management was inefficient and 
interlopers greatly reduced company profits. In 1698 I^]ngland canceled 
the monopoly feature of her grant to the Royal African Company and the 
English trade rapidly passed into the hands of individuals among whom 
Liverpool merchants took the lead. In the eighteenth century under this 
greater freedom, the English soon took first place in the slave trade; the 
Dutch fell to second and then to third place below the French, and the 
Portuguese at times had to purchase from others to meet the demand of 
Brazil. In this trade the British colonists both on the mainland and in the 
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West Indies sought a share and around 1770 probably had sixty or seventy 
vessels employed in it. 

Though no adequate statistics on the volume of the slave trade are 
available, it is clear that its growth from about the middle of the seven- 
teenth to the close of the eighteenth century was rapid. As early as 1540 
it was stated that 10,000 slaves a year were being carried out of Africa; 
from 1735 to 1800 the number probably fluctuated between 30,000 and 
80,000 a year. Phillips stales that “The total transportation from first to 
last may well have numbered more than five million souls,” thus far exceed- 
ing the number of whites who came over before 1800, but estimates that 
less than a tenth of this total came to the North American continent.^ The 
imports into the British colonies on the mainland between 1735 and 1775 
probably averaged around 3,500 a year. 

From the nationalistic point of view the slave trade was valued not 
only for its direct profits but also as providing a market for the manu- 
factures given in exchange for slaves, as ensuring a supply of labor needed 
for developing the colonies, as providing employment for shipping and 
sailors, and in the case of the Spanish colonies as providing a cover for 
illicit trade in goods. 

The Risks Attending Foreign Trade. The foreign trade of the colonies, 
being almf)st exclusively overseas trade, enjoyed the great advantage of 
relatively cheap water transportation which was increased by the low cost 
and abundant supply of colonial shipping. But overseas trade in those days 
was beset by numerous risks that were far greater than those of today. 
There were the various dangers of navigation when the coasts were none 
too well charted, a lighthouse service was very rarely available, and a 
weather service was unknown, while ships were small and entirely depend- 
ent upon sail. The vessels used in the transatlantic trade around 1775 
averaged about 160 tons burden; those used in the coasting and West 
Indies trade were from 40 to 100 tons. In addition there were the risks 
arising from frequent wars during which privateers were active, and also 
the danger of capture by I he numerous pirates. It was not until after about 
1720 that the pirates were pretty generally driven from the Caribbean 
region, and they were not exterminated from the coast of northern Africa 
till nearly a century later. 

In view of these great risks and the fact that the loss of a ship and cargo 
might well crush the owners so that only the very wealthy or the most 
venturesome would be willing to engage in such trade, it was essential to 
develop some method for distributing the risks if commerce was not to 
be seriously hampered. One device was to divide the ownership of ship or 

^ Phillips, IJ. B., “AmericBn Negro Slavery,” p. 39, New York, 1918. 
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cargo among a number of people; thus ownership of a ship might be divided 
into sixty-four parts. Another device was the institution of insurance, one 
of whose chief functions is to distribute losses widely, thus increasing the 
financial stability and credit standing of business enterprises and making 
people more willing to undertake them. It was because overseas trade in- 
volved potential losses which were so much greater than those in most 
other lines of business enterprise that the first form of insurance to develop 
was marine insurance. In the colonies, such insurance was available from 
early in the eighteenth century. Instead of being provided by companies, 
it was generally secured through a broker who got a number of individuals 
to underwrite, or agree to be responsible for, a certain sum — perhaps £50 
or £100 each — in case of loss. A separate underwriting was secnired for 
each voyage, and the rates of course varied with the differing risks involved, 
but for an ordinary voyage to the West Indies or from the West Indies to 
Great Britain they ranged between 2 and 3 per cent. 

Another type of risk arose from the lack of quick means of communica- 
tion with foreign markets. A ship arriving at a West Indian port might find 
that the arrival of another vessel just before had glutted the market so 
that it would have to sail to another port, or perhaps several others, in the 
hope of better luck. To send a letter to Europe and get a reply took from 
3 to 6 months or even longer. In the meantime market conditions might 
have completely changed. Facing such heavy risks a trader might suffer 
heavy losses on one voyage and reap great profits on another; the risks 
also hindered the most economical distribution of goods among the different 
markets. Still it was the successful merchant traders who acquired the 
greater portion of the large fortunes accumulated in the Northern colonies. 

The Organization of Foreign Trade. The organization for carrying 
on foreign trade was comparatively simple and involved no such extensive 
specialization of functions as exists today. The larger merchants were 
commonly engaged in retail as well as wholesale trade; they might buy or 
sell for others on a commission basis; they were likely to own their own 
warehouse and wharf and to have a share in, if not complete ownership of, 
several ships. Often the captain of a ship had a share in the vessel and was 
allowed to carry some trading goods of his own, thus giving him an added 
interest in the success of the voyage. The merchants’ goods were under the 
charge of the supercargo whose duty was to sell them in foreign ports, 
when they were not shipped on previous orders, and also to make such 
purchases of goods for the return trip as the owner had directed. Often the 
captain might perform this function, in which case he had to be proficient 
at trade as well as in navigation. Many merchants in their youth gathered 
experience in one capacity or another on sailing voyages. 

In the New England colonies and generally in the middle colonies, foreign 
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trade was carried on by merchants living in the colonies and using colonial 
ships. Some merchants had their own agencies abroad, this being most 
common in the case of the West Indies, while others established direct 
business relations with foreign mercantile houses. In the Southern colonies, 
on the other hand, though to a less extent in South Carolina, foreign trade 
fell very largely into the hands of British merchants using British ships. 
These merchants had their own agents or “factors,” usually Englishmen or 
Scotchmen, located in the colonies to look after their interests. The small 
planter was likely to sell his produce and buy his imported goods through 
these local agents. The large planter often shipped direct to a London mer- 
chant from whom he also ordered an endless variety of foreign goods. The 
planters often became heavily indebted to these British merchants, and 
they constantly complained that the merchant’s various heavy charges 
tended to absorb most of the proceeds from the sale of their products. One 
result of these conditions in the Southern colonies was that the attitude 
and interest of the mercantile class there were much more dominated by 
the British point of view than in the North. 

Having outlined the more important economic conditions shaping the 
character, the course, and the organization of colonial foreign trade, we 
now turn to the second group of factors reacting upon it : the laws designed 
to regulate it. These included the laws passed by the different colonies, by 
Great Britain, and by foreign countries. They will be described in the order 
named. 

Colonial Regulation of Commerce. The most important of the colo- 
nial laws affecting foreign trade took the form of import or export duties 
on commodities or tonnage duties on shipping. The chief objective of these 
duties was revenue, and they were essentially a part of the fiscal system 
and might be described under that head; still, they were shaped so largely 
by the conditions of foreign trade and so often included regulative pur- 
poses that they may equally well be dealt with here. 

All the colonies imposed import duties for a longer or shorter period of 
time, but the most developed systems were in Massachusetts, New York, 
and South Carolina while Pennsylvania had a rather simple system. The 
chief things specifically listed as dutiable were wines, liquors, slaves, sugar, 
cocoa, molasses, dyewoods, and tea. The rates imposed, except on the first 
three items, were moderate, and on goods not specifically enumerated a .5 
per cent duty was common. 

Export duties were much less common and were seldom found in the 
Northern colonies, New York excepted, after 1750. It was only in Maryland 
and Virginia, where those on tobacco were one of the chief sources of pro- 
vincial revenue, that export duties became important. The commodities 
most commonly subject to such duties were tobacco, skins, furs, and lumber. 
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that is, goods in the production of which the colonies had such a great 
advantage that the duty was less likely to lessen sales abroad. 

Duties controlling foreign trade were also employed for other purposes. 
Protection of home industries was sought in some export duties on raw 
materials to stimulate their being worked up in the colonies. At times of a 
scarcity of some good, especially during w£ir, a duty or prohibition on export 
was employed. Import duties ^metimes had a sumptuary or moral pur- 
pose, as those on rum or slaves. Disputes between colonies sometimes led 
to duties designed to force concessions. 

The wish to stimulate trade led to the granting of bounties on various 
exports, chiefly in the Southern colonies, where those on indigo, hemp, and 
tar were the most important. Even where there was a British bounty in 
addition they failed to accomplish much, except in the case of indigo. 

Inspection laws designed to prevent the sale of inferior grades of goods 
and so to protect buyers and to maintain the reputation of colonial products 
in foreign markets, existed everywhere and tended to become more numer- 
ous and detailed as time passed. Lumber, beef, pork, flour, br^ad, fish, 
tobacco, and various minor products were commonly inspected. Such 
regulation was useful in furthering standardization, protecting buyers, and 
promoting trade. 

Duties levied on the tonnage of ships entering the ports were imposed 
nearly everywhere. Their chief purpose was to secure revenue, primarily 
for colonial defense, though sometimes for the lighthouse vservice. To aid 
its shipbuilding or shipping interests, a colony might impose higher duties 
on vessels built or owned elsewhere, but laws discriminating against English 
ships were usually disallowed by the British authorities. 

British Commercial Regulations to 1763. Unlike the commercial 
regulations of the colonies, which were primarily directed toward securing 
revenue and had little effect upon the course of trade, those of Great Britain 
were designed chiefly to control the course of trade, at least down to 1763, 
though the revenue objective was not ignored and, as far as any laws were 
effective, they played the dominant part in shaping the course of colonial 
trade. The general character of the British commercial regulations, like 
that of other European nations of the time, was shaped by the ideals of 
the Mercantile System. In the description of this system previously given, 
the various ways by which colonies could be made to contribute to building 
up the economic power of a nation were described, and it will be seen that 
these were all reflected in the regulations applied to the colonies. It was 
largely through the economic advantages derived from control of colonial 
trade that the European nations calculated on recouping themselves for 
the heavy expenditures involved in establishing and protecting their 
colonies. 
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The system of control under a grant of a monopoly of the trade of a 
colony, so common among the European nations of this period, was un- 
usually short-lived in the case of the British colonies in America. With the 
failure of the early trading companies, such as the Virginia Company and 
the expulsion of the Dutch from New York, such monopolies disappeared 
from the colonies, a fact that was important in the later growth of colonial 
commerce. Elsewhere, however, many such companies stHl existed, and 
their economic interests and influence at times reacted upon the colonies. 
Thus the Royal African Company, even after the ending of its monopoly, 
opposed any colonial attempts to restrict the import of slaves, and the 
interests of the British East India Company were reflected in various trade 
regulations, notably those concerning tea just before the Revolution. 

Quite aside from the company monopolies, the policy of general regula- 
tion of foreign trade in England dates back to a period long before the 
colonies were founded. Such regulation started as early as 1381, but the 
rapid growth of control came with the expansion of overseas trade and the 
rise of the great trading companies during the latter sixteenth and the 
seventeenth centuries, a period when the international rivalry for trade and 
colonies became so intense, li* 1621, Virginia was required to send all her 
tobacco exports to En^ land, and in 1624 the proviso was added that they 
must be sent in English ships. Subsequent laws provided further regulation 
and excluded foreigners from trading in the colony. The determined effort 
to overcome the widespread predominance of the Dutch in the world’s 
carrying trade led to the famous series of Navigation Laws initiated under 
Cromwell in the acts of 1650-1651 and continued under the Restoration 
by the more stringent acts of 1660-1663. As this latter series of laws laid 
down the basic provisions governing England’s regulation of trade during 
the remainder of the colonial period, a clear understanding of their char- 
acter is essential. 

So far as the trade of the colonies was concerned, the provisions of these 
laws can be grouped under three main heads: 

1. The Act of 1660 declared that no goods could be imported into or 
exported from the English possessions in Asia, Africa, and America except 
in vessels owned and, under an act of 1662, with minor exceptions, built 
by English subjects. Also the officers and most of the crews must be English 
subjects. In the case of England, Wales, and Ireland all products of Asia, 
Africa, or America had to be imported in such ships, but the products of 
any other region (notably Europe) might also be brought in by vessels of 
the country where they were produced or of necessity first shipped. By the 
extensive monopoly of the carrying trade thus created, in which colonial 
shipping shared, the British shipbuilding industry and carrying trade were 
to be fostered and the supply of seamen increased. 
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2. A second feature of these laws listed certain commodities of the 
English plantations in Asia, Africa, or America that could be exported 
thence only to other English colonies or to England, Wales, or Ireland, a 
bond to this effect being required before shipment. The so-called “enu- 
merated commodities” included in the Act of 1660 were sugar, tobacco, 
cotton, ginger, indigo, fustic, and other dyewoods. This requirement was 
designed to afford additional protection to English shipping, to ensure 
certain raw materials for English industries, to give English merchants the 
handling of colonial sugar and tobacco, much of which was reexported to 
the Continent, and to augment the English revenue by such duties as 
were paid on those products and were not refunded on reexport. 

3. A third feature of these laws was embodied in the Staple Act of 1663 
which required that all products of European countries imported into 
English possession in Asia, Africa, or America must first be brought to 
England or Wales and thence reshipped in English vessels direct to the 
colonies. Exceptions allowed included the direct shipment of salt for most 
of the fisheries, of wines from the Madeiras or Azores, and of servants, 
horses, and food supplies from Ireland and Scotland. Except for the case 
of raw materials, this requirement promoted the same groups of English 
interests aided by the enumerated commodities requirement. 

Subsequent laws sought to strengthen the provisions for the enforcement 
of these Navigation Acts, particularly those relating to the enumerated 
commodities, and during the eighteenth century the list of these commodi- 
ties was considerably expanded and came to include many more products 
of the mainland colonies. In 1698 East Indian goods were enumerated; 
various shipbuilding materials, molasses, and rice were added in 1705-1706; 
copper ore, beaver skins, and other furs in 1721; whale fins, hides, skins, 
iron, lumber, raw silk, potash, pearlash, coffee, cacao, and pimento in 1764. 
Later modifications permitted the direct shipment of rice to southern 
Europe after 1730 and of sugar to the Continent after 1739. Until 1766, the 
colonies could ship nonenumerated commodities anywhere, though of 
course they were subject to such duties or restrictions as England or any 
other country to which they were sent might impose; thereafter England 
forbade their shipment to countries on the Continent north of Spain. 

A law that, had it been effectively enforced, would have imposed a real 
llardship on the colonies was the Molasses Act of 1733 levying duties on 
colonial imports of rum, sugar, and molasses from the non- British West 
Indies that were virtually prohibitive. The purpose was to aid the British 
sugar planters and the allied merchants, a group of some influence in 
Parliament. After 1685, the competition of the French and Dutch in the 
Continental sugar markets, previously dominated by the English, rapidly 
increased, and the period between 1720 and 1739 brought great distress to 
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the English planters. The combination of factors that made the sugar, 
molasses, and rum of the French West Indies cheaper than the British 
products naturally led the colonists to buy the French products. The 
British planters complained not only because their sales were thus reduced 
but also because, being unable to give goods in exchange for the supplies 
they took from the colonies, they had to give specie which was carried away 
and used to buy the products of the foreign islands. The concession of 1739 
allowing the export of sugar direct to the Continent was also a relief meas- 
ure. Thereafter, however, the growing demand in England, combined with 
the slow increase in the output of the British islands, raised the price of 
sugar so that little use was made of this concession. The relief afforded the 
planters by the higher price level and the insistence of the colonists that 
the British islands were unable to supply their own growing demand help 
to explain why so little effort was made to enforce the Molasses Act. 

The trade of the colonies with England was also affected by the British 
customs duties. These duties wf re designed partly to obtain revenue and 
partly to protect various industrial and igricultural products. The rates 
imposed for the sake of revenue, being generally moderate, did not appre- 
ciably check imports, but tine protective duties were high and often pro- 
hibitive. Since most ]Toduct5 of the Northern colonies, notably the food- 
stuffs, were also produced in England and therefore usually protected, these 
colonies had to find a market for their surplus elsewhere. Fortunately for 
them, these staples were just what were wanted in the growing markets of 
the West Indies and southern Europe. 

The British restrictions after 1763 which played so prominent a part in 
the agitation leading up to the Revolution will be described later in the 
chapter devoted to that period. Previous to 1763, however, British control 
was by no means confined to restrictions on colonial trade but included 
various measures of benefit to the colonies. l"he control was far from being 
so one-sided as was commonly depicted in the older histories, and the 
measures advantageous to the colonies should not be overlooked. 

Among such measures the great advantage, chiefly accruing to the 
Northern colonies, of including colonial-built and -owned ships within the 
protective provisions of the Navigation Acts, despite protests by English 
shipbuilders, has previously been noted. England also admitted various 
staple products of the colonies at lower duties than were imposed on foreign 
products and in some cases admitted them free of duty. Thus the duty on 
foreign tobacco was almost prohibitive while that on colonial tobacco, 
though an important source of revenue, was much lower. Combined with 
the prohibition of tobacco growing in England, against which English 
farmers violently protested, this gave the colonies a practical monopoly of 
the English market. Colonial sugar and molasses received a similar prefer- 
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ential treatment, as did tar and pig iron after 1750, and at various times 
several other products such as whale fins, train oil, indigo, raw silk, potash, 
and pearlash, which England needed and did not herself produce. 

Furthermore, in the case of goods imported into England and then re- 
exported to the colonies it was not unusual to refund most of the English 
duty as a drawback, with the result that people in England paid a higher 
duty on such goods than did the colonists. Finally, there were the various 
bounties on colonial naval stores, indigo, elc., paid out of taxes levied on 
the people of England, who more than once })rotested against the arrange- 
ment. 

Commercial Restrictions of Foreign Nations. The general preva- 
lence of a mercantilist policy in Europe at this period meant that in trade 
with other nations and their possessions, as far as this was permitted by 
England, the colonies commonly faced greater restrictions than in their 
trade within the British Empire. How extensive these restrictions were and, 
in view of their existence, what were the various advantages that accrued 
from being included within the British commercial system were points that 
were seldom adequately appreciated until after the colonies had attained 
independence. 

The most strict system of trade control was that of Spain. In her colonies 
only a few ports were open to trade and that trade was confined largely to 
carefully regulated fleet s sailing between Spain and the colonies. The system 
was so severe that it seriously retarded the growth of Spain’s colonies and 
could not be strictly enforced. The result was a steadily rising volume of 
illicit trade in which the English secured a growing share, aided after 1713 
by the assiento grant. After 1748, when the fleet system was abandoned, 
some modifications were introduced, but most colonial trade with foreigners 
continued under prohibition unless wartime needs dictated exceptions. 

Holland adopted a policy that allowed more freedom of trade than most 
countries, except in her Far Eastern possessions and under the short-lived 
West India Company in the West. It was largely thus that her great com- 
merce was developed. 

The system of France was less repressive than that of Spain but generally 
afforded less opportunity for individual initiative than that of England. 
During much of the seventeenth century and occasionally later, the trade 
of the French colonies was under the monopolistic control of various com- 
panies and developed very slowly, while the Dutch dominated the carrying 
trade of France. Under the leadership of Colbert, 1661-1683, many colonies 
were taJien over by the crown and their trade opened to all French subjects, 
while highly protective regulations were introduced to aid French industry 
and shipping. A treaty with England in 1698 excluded each country from 
trade with the other’s colonies. The spectacular growth of the French West 
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Indies during the eighteenth century was in marked contrast to the slow 
growth of Canada and the negligible development of Louisiana under 
French control. As these latter colonies failed to provide the foodstuffs 
and lumber required by the French sugar planters, those islands became 
largely dependent for such supplies on the British mainland colonies or 
Ireland. As Pitman well puts it, in the economic development of their 
colonies in America, France was overbalanced on the side of tropical 
products, England on the side of products of the Temperate Zone. Under 
such a situation the regulations of either couniry designed to restrict the 
natural course of trade between their colonies were likely to be ignored or 
evaded if not abandoned. 

In general, the enforcement of both Brit ish and foreign regulations varied 
inversely with the strength of the economic interest to which it ran counter 
and directly with the determination and power used to secure obedience. 
The volume of illicit trade during this period can only be surmised, but 
undoubtedly it was very large, lx I h in the colonies and elsewhere, especially 
during the first of the eighteenth century or in a period of war. The most 
common violatu»ns of British lestrictions on the part of the colonists were 
(1) shipping enumerated products to the Continent by other ways than 
through England, (2) importing goods from the Continent either directly 
or through the foreign West Indies, (3) engaging in smuggling trade with 
the foreign West Indies, chiefly the French islands. It was such violations 
against which England’s more vigorous policy of enforcement after 1763 
was chiefly directed. Illicit trade reached its peak in the commerce with the 
Spanish colonies where it attained enormous proportions and the colonists 
joined in the general rivalry to secure a share of this traffic. Much of this 
was carried on between bases in the West Indies and Spain’s mainland 
possessions. There was also a substantial illicit trade between the islands of 
different countries in the West Indies in which the colonists participated. 
Though enforcement of the laws was less difficult in Old World countries 
than in the New World colonics, there too smuggling was w idespread. 

Despite all the infractions and the frequent modifications of the laws for 
the control of trade, it must be admitted that the system of control was so 
universal and comprehensive that it did very appreciably shape the course 
of trade, besides giving rise to political issues that played a prominent part 
in colonial history. However, it will still be evident from the following 
account of the trade which actually developed that the fundamentally 
determining factors were the underlying economic conditions. 

The Character and Growth of Colonial Foreign Trade. I’he history 
of colonial foreign trade can best be divided into two periods: one ending 
about 1700 and covering the years during which all the colonies except 
Georgia were established and the economic bases of their trade were being 
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laid; the second, covering the period down to 1775 when a rapid expansion 
of trade took place. 

During the seventeenth century the growth of trade was relatively slow. 
It took time for the settlements to become firmly established and to learn 
from experimentation the products in which they enjoyed such comparative 
advantages that they could profitably sell them in outside markets. As the 
most rapid growth of population occurred in the two groups made up by 
the New England colonies and the tobacco-growing colonies of Maryland 
and Virginia, the trade of these two groups enjoyed much the greatest 
expeuision. 

Virginia at the start exported small quantities of such products as were 
fairly ready at hand, lumber products, furs, and sassafras taking the lead; 
but with the introduction and rapid spread of tobacco growing this staple 
soon completely overshadowed all other exports. Maryland from the 
beginning concentrated on tobacco, and nearly all of its output along with 
that of Virginia was shipped to England, at least after 1650. The imports 
of these colonies were chiefly manufactured goods from England, wines, a 
few tropical products, and slaves, and from neighboring colonies some food- 
stuffs or other supplies. 

The New England colonies produced little that was wanted in England 
except forest products needed for shipbuilding, ships, and a few furs and 
so had to look elsewhere for markets. By 1640 they had started to trade 
with the West Indies and for the rest of the century the rapid growth of 
that market provided the chief outlet for their surplus foodstuffs, fish, and 
lumber products. Soon a smaller trade, in which fish, casks, and staves 
predominated, was opened with southern Europe and the Wine Islands, 
while the provisioning of the fisheries afforded another growing outlet. 
The imports of New England consisted chiefly of manufactures, notably 
textiles and iron products, from England; some tropical products, mainly 
molasses, sugar, and rum, from the West Indies; and salt and wines from 
southern Europe and the Wine Islands. 

In the other colonies the growth of foreign trade during this century was 
much slower. In New York under the Dutch, furs and forest products were 
the chief exports. These continued important after the English took pos- 
session in 1664 but were then augmented by growing exports of grains and 
apimal products from the region contributory to New York City which by 
1700 came to dominate the colony’s foreign trade. It was not until after 
Pennsylvania had been founded that much trade developed in the Delaware 
settlements, but by 1700 an excellent start had been made in the export of 
foodstuffs, chiefly to the West Indies. The imports of the middle colonies 
were of the same general character as those of New England and came from 
the same sources. 
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The Carolinas were even slower in getting a start, the production of rice 
and indigo not being introduced until later. Small quantities of naval stores 
and deerskins were among the earlier exports to England together with 
some farm products sent to the Barbados whence the earlier settlers had 
come. 

A general view of the situation at the end of the century, as far as direct 
trade with Great Britain is concerned, can be gathered from the accom- 
panying table, though the figures cannot pretend to accuracy. 


Tuadk hktwkkiv (Jheat RniTAm ani> the Colonies, Annu^^x. Vvehaoe, 1698-1702 * 

(000 omitted) 


Golonies 

Exports to 
Groat Britain 

1 

Imports from 
Groat Britain 

New Imj^land 

£ 33 

£ 92 

New' York 

13 

35 

P ;niis> 1 \ ania 

.3 

13 

Virf?inia and Maryland 

! 239 

192 

The Carolinas 

12 

13 

Total 

1 

£300 

[ £345 


* Based on E. R, Jolinson, "History of Domestic and Foreign Commerce of the United States," vol. I, 
p. 120, Washington, 1915. 


Though no definite figures are available, it has been estimated that, ex- 
cept in the case of Maryland and Virginia where nearly all the trade was 
direct with Great Britain, the grand total of the trade for the other colonies 
was nearly twice that of their trade with Great Britain. It may have been 
more. 

The Growth of Foreign Trade in the Eighteenth Century. For the 
eighteenth century, official figures are available for the direct trade between 
Great Britain and the colonies, and these are the basis of the chart on page 
128. Though these figures omitted smuggled goods and were based on fixed 
official values rather than on market values which were tending upward 
after 1740, they fairly indicate the marked expansion, especially after about 
1745, of the main branch of colonial trade. 

In New England, this period was marked by the continued expansion of 
the fisheries including the rise of the whale fishery, the growth in the export 
of lumber products emd ships, and the rapid advance of the rum trade and 
the allied slave trade. The exports of agricultural products failed to increase 
proportionately. Imports rose along with exports and consisted of much 
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the same types of goods as formerly, except that luxuries were more promi- 
nent. 

A striking development of the period was the great growth of the export 
trade in foodstuffs in the middle colonies, chiefly to the West Indies and 
southern Europe. As the French got more of the fur trade, this fell off after 
about 1740, but some forest products and ships were sold abroad, while 



Fig. 6. Trade between Great Britain and the American colonies, 1697-1776. 

considerable flaxseed was sent to Ireland. Imports rose rapidly and were 
like those of New England. 

In the Southern colonies, tobacco continued predominant among the 
exports of Maryland and Virginia, though grain and livestock products 
from the back country rose in importance, and after 1750 some iron was 
shipped out. In the Carolinas and Georgia, the outstanding development 
was the rapid rise of the export first of rice and then of indigo. Naval stores 
along with other forest products, deerskins, and eventually some up- 
country foodstuffs made up the chief minor exports. Except for the addition 
of slaves, imports into the Southern colonies were similar to those elsewhere. 

A good general picture of colonial exports about 1770 is provided by the 
chart on page 129. The two great exports were tobacco and wheat or wheat 
flour. They were about equal in value and together made up around half 
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of the total exports. Next in importance, but far below them in value, came 
rice, the products of the various fisheries, livestock or meat products, and 
lumber products. Still lower in value came skins and furs, ships, corn, peas 
and beans, iron, and miscellaneous products-. The great bulk* of colonial 
imports consisted of manufactured goods, notably textiles and iron and 
steel products, imported from England, though about a quarter originated 
on the Continent, after which came the products of the West Indies, slaves 
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Pennsylvania 

Virginia and 
Maryland 
Carol inas and 
Georgia 



£.thou5ar.^s 


§ Wheat and wheat products 
^ Pease, beans, corn, oats 
ISFlax se«’d 
*1 Tobacco 
@Rice 


13 Indigo 

□Whale and cod oil 

I Miscellaneous 


□ Fish 
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□ Livestock 

H Deer and other skins 
^Lumber and its products 
□Ships 

□ Iron and copper 


7. K\jv»rts of Ibo coloiiic.s showinji: chief products. Kstiinated avcrajrc annual \aluc 
around 1768. 


from Africa, and wines, sail, and some fruils from southern Europe or Ihe 
Wine Islands. 

A general idea as lo the volume and diret lion taken by colonial foreign 
trade can be obtained from the chart on page i:iO for the year 1769, though 
allowance must be made for the fact that impc^rls from Great Britain into 
the New England and middle colonies were then much less than usual 
because of the nonimportation agreement. Normally probably two-thirds 
of all colonial imports came from Great Britain and the larger share of the 
remainder from the West Indies. Of the exports over one-half went to 
Great Britain, about a quarter to the West Indies, and a fifth to southern 
Europe. 

Ships engaged in this trade were primarily concerned in plying between 
ports where an adequate cargo was available to avoid the loss of sailing in 
ballast. Also, being solely dependent upon sail, as well as being more 
difficult to control than later types of sailing vessels, their course was closely 
determined by the trade winds. Hence ships sailing from western Europe 
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went south westward till off the coast of Africa about the Madeiras and 
then turned westward toward the West Indies or Carolina. On the return, 
• taking advantage of the Gulf Stream as well as the trade winds, they would 
sail up the South Atlantic coast and then turn eastward toward Europe. 

The resulting trade routes were quite varied but three main divisions 
can be distinguished: (1) Much the most important of all was the direct 
trade between the colonies and Great Britain. The greater share of this 
was with the Southern colonies, carried on mainly by English merchants 
in English-owned ships. Most of the exports were enumerated products 
with tobacco far in the lead; most of the imports were manufactured goods. 
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Fig. 8. Imports and exports of cx)lonies in 1769, by regions. 


(2) The trade based on the West Indies, most of which was with the North- 
ern colonies and was carried on by colonial merchants in colonial ships. 
Part of this trade was direct but part followed a triangular course, sailing 
from the West Indies to England before returning to the colonies, though 
the ship might be sold in England. This triangular route to secure full cargo 
was chosen because the volume of colonial exports to the West Indies was 
greater than the volume of imports thence, while the volume of West 
Indian exports to England exceeded that of the imports from England. The 
chief exports to the West Indies were agricultural products, fish, and lumber 
products; the chief imports thence were sugar, molasses, rum, minor quan- 
tities of other tropical products, salt, and slaves. (3) The third main trade 
route was based on the commerce with southern Europe. Here the volume 
of imports was insignificant as compared with that of the exports, hence 
ships seldom returned direct. Some carried Spanish goods to England and 
then, if the ship was not sold, brought manufactures to the colonies; some 
carrying salt and wines might return home by way of the Wine Islands and 
the West Indies. The chief exports to southern Europe were fish, grain, 
rice, and certain lumber products. Minor routes included the direct trade 
with the northern fisheries and the slave trade taking out rum and usually 
returning by way of the West Indies. 
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The Balance of Trade and of International Payments. The lerm 
“balance of trade” refers to the relation between the value of the exports 
and the value of the imports of a country in its trade with the rest of the 
world or with a given country. Commonly this balance is the chief factor 
entering into international payments. But there are numerous other so- 
called “invisible” items that necessitate international payments such as 
loans, shipping charges, expenses of foreign travelers, immigrant remit- 
tances, insurance in foreign companies, and war outlays abroad. The bal- 
ance on all these invisible items together with that on commodity trade 
make up the balance of debits and credits in the accoujit of a nation with 
the rest of the world or the balance of international payments. 

All the foreign credits that a nation secures by the sale of goods, securi- 
ties, services, etc., to foreign countries provide the basis on which that 
country can draw bills of exchange on other countries and so determine the 
supply of such bills. All the debts due abroad for purchases of any sort 
elsewhere create a demand for foieign bills of ex'^hange to be used to pay 
those debts, since it is cheaper to make p.^yment by shipping such bills 
rather than specie. The price of foreign bills or rate of exchange is fixed in 
the market by the supply created by foreign credits and the demand arising 
from foreign debits. Wien the supply is small relative to the demand, the 
price, when quoted in terms of domestic currency, will be bid up to the 
point, known as the “gold export point,” where it is just as cheap to ship 
gold as to pay a higher price for bills, and conversely if supply exceeds 
demand. Thus the international flow of specie is determined by the total 
balance of debits and credits existing at a given time, and the universally 
accepted specie is the means for settling any balance not provided by the 
supply of bills. 

In this connection it is important to keep in mind the oft-neglected 
principle that a nation, just like an individual, cannot continue indefinitely 
to buy of others as a group more goods or services in value than it can sell 
to others as a group; conversely, the ability of other countries to buy of it 
is limited by their opportunity to sell to it or to other nations. A nation, like 
an individual, may be able for a while to buy more than it sells if it can 
borrow of others, but in the last analysis its power to borrow will depend 
on its ability to sell to others. 

The failure to give sufficient recognition to this principle was one of the 
most serious errors of the mercantilists and their commercial policies. In 
the case of the colonies this principle was involved by the question how the 
colonies could find means to buy English goods unless England bought an 
equal amount of them or allowed them enough freedom in their export 
trade so that they could find a trade elsewhere with a sufficiently favorable 
balance to cover any unfavorable balance due England. Otherwise the colo- 
nies would have to manufacture for themselves; but England did not want 
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them to do that either. The unwilling and partial recognition of the hard 
facts of the situation arising from the economic principle involved even 
forced some of the mercantilists to admit their dilemma and was largely 
responsible for various modifications of trade regulations and for many 
failures to enforce the law. 

The actual situation as regards the balance of international payments 
that existed in the colonies can be described only in general terms owing 
to the lack of adequate data, and the account may be confined to the 
situation in the eighteenth century. Up to about 1745, the ofilcial figures 
indicate that the total balance in the trade of the colonies with Great Britain 
was fairly even, but from then on to 1774 a highly unfavorable balance 
developed, which had risen to an annual average of £1,089,290 in the 
decade 1765-1774 (see chart on page 128). In this trade with (jreat Britain 
the Southern colonies were able to show a substantial favorable balance 
during practically all of this period; in the Northern colonies the unfavor- 
able balance steadily rose. The more rapid rise of this latter after about 
1745 was largely responsible for the growing total of the balanc‘e due Great 
Britain thereafter. In addition to this, the trade with Africa also showed an 
unfavorable balance. 

The rapid growth of this debit trade balance was largely made possible 
only by the simultaneous advance in the favorable balances in the trades 
with the West Indies and southern Europe (see chart on page 130 0- It 
was chiefly through these two lines of trade that the colonies obtained the 
specie, bills of exchange, or goods that were used to pay the balances due 
to Great Britain. 

The invisible items probably furnished some additional credit balances. 
The sale of ships yielded a substantial credit, and possibly shipping charges 
showed a credit balance, while that for marine insurance is more likely 
to have been on the debit side. It is difficult to judge the net outcome result- 
ing from the extension of English trade cn3dit, which was very large in 
the Southern colonies, and from the investment of English capital with the 
resulting interest charges, but it seems probable that the new investments 
and trade credits exceeded the debits arising from interest charges and the 
repayment of old loans and investments. In periods of war there were also 
credits arising from the sale of colonial supplies to the British army and 
navy and any English reimbursement of colonial expenses. Throughout the 
period, however, the balance of comnlodity trade was the chief factor in 
determining the balance of international payments and the movement of 
specie. 

^ Although this chart for the year 1769 shows a total balance in the West Indies 
trade that was slightly unfavorable, this was not usual. Also it is to be remembered that 
in this year imports into the Northern colonies from Great Britain were far below normal. 
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Introduction, (^^apital being one of the agents of piodiiction, and one 
that has become increasingly important in recent times, it is socially desir- 
able that conditions shall be such as to foster its accumulation and further 
its most economical use. This was particularly true of the situation faced 
by the colonies, for capital was i datively scarce there; in fact it continued 
to be scarce in the United States relative to the nations of western Europe 
down to the First World War. It .s important in following the subsequent 
narrative to note the '^arious means by which this disadvantage was 
eventually overcome. 

As they affect the conditions determining the accumulation and efficient 
use of capital, various fi aancial institutions play a vital role in the economic 
order. Prominent among these are the various credit institutions, in modern 
times particularly the banking system, through which lending and borrow- 
ing are carried on. Although some loans are obtained for consumption 
purposes, most loans are to obtain funds for purposes of production. 
Through credit institutions, the control of economic resources is shifted 
to those who are likely, though not certain, to make the most economical 
use of them. As with any commodity so with lendable funds, the more 
efficient the marketing organization, the easier it is for lenders and borrow- 
ers to get together, and the more complete their information, the greater is 
the chance of promoting the best allocation of the use of such funds. In the 
colonies such an organization was far from being attained, the total lack of 
any real banking system being the most serious deficiency. 

Wherever trade exists, some form of money or circulating medium is 
desirable to avoid all the inconveniences arising from dependence upon a 
system of barter. The types of money that can be used, however, vary 
greatly in the efficiency with which they function and, unless the monetary 
system is a sound one, it may cause the most serious derangements in the 
functioning of the economic order. The colonies constantly suffered from 
the unsatisfactory character of their circulating medium, and the subse- 
quent history of the country will be found to be replete with illustrations 
of the difficulties encountered in trying to secure an efficiently functioning 
monetary system. 
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The Supply of Capital. The supply of capital possessed by a country 
is a product of the past savings which have been converted into goods to 
be used in the further production of wealth. Some of these capital goods, 
like raw materials, may be exhausted with one use; others, like machines 
and buildings, may last for years or even centuries; but most must even- 
tually be replaced in one form or another if the total supply is to be main- 
tained. 

An increase in the supply of capital beyond such maintenance depends 
(1) on the amount of wealth produced that it is possible to save— the 
savable fund — and (2) on the willingness of those who can save to save — 
the effective desire of accumulation. With a given minimum outlay required 
to maintain existence, the savable fund will be increased by all the things 
that tend to increase the per capita productive output of a country. The 
effective desire of accumulation depends on all those conditions that make a 
person willing to forego the immediate consumption of wealth and a liigher 
standard of living for the sake of having more for himself or his dependents 
in the future. Those conditions include such things as the development of 
foresight for possible future wants, the facilities and opportunities for 
investment, and such social security as makes it probable that one who 
saves, or those for whom he saves, will in the future enjoy the fruits of his 
sacrifice. 

As has previously been pointed out, the process of establishing the colo- 
nies required a considerable outlay of capital which was provided by the 
“adventurers,*' proprietors, and others who promoted colonization and by 
those who migrated to the colonies with their accumulated savings. Europe 
thus furnished the initial supply of capital. The subsequent increase came 
from two sources; the additional inflow from Europe and the accumulation 
from savings within the colonies. 

The first of these sources, though it cannot be measured, was relatively 
unimportant. The steady inflow of immigrants with their savings brought 
something, but most of these had little in the way of worldly goods to bring. 
Some foreign capital went into the development of landed estates and a 
small amount into manufacturing while other lines of activity doubtless 
attracted a little. Presumably the largest inflow went into trading enter- 
prises, chiefly in the South, and the total of trade credits outstanding just 
bfefore 1775 was estimated at from £3 to £5 million. 

Most of the increase in the colonies’ supply of capital came from what 
they were able to save themselves. With the advance in all lines of economic 
activity, the per capita output of wealth rapidly rose and the savable fund 
was augmented. Another factor contributing to the growth of capital was 
the comparative freedom from the destruction of wealth through the 
ravages of war, from which Europe suffered so much. Such losses as occurred 
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fell chiefly on Ihe colonies’ foreign commerce; aside from Indian depreda- 
tions, war’s destruction of wealth in the colonies was slight. Nor did their 
outlay on war elsewhere or that for defense purposes in time of peace greatly 
deplete their economic resources. Though a militia system was maintained, 
the loss of labor involved in keeping a standing army was avoided. In the 
main, the burden of defense was met by Great Britain. 

These conditions favorable to the increase of the savable fund were 
supplemented by various conditions which strengthened the effective 
desire of accumulation. Generally speaking, the colonists were an ambitious 
and thrifty group; most immigrants had come to the cv.lonies to improve 
their economic condition, and saving for this pinpose was made easy by 
the high productivity of labor and enterprise. The Calvinistic ideal which 
encouraged thrift inspin^l lai*ge groups and the ascetic morality of the 
Puritans and Quakers frowned upon extravagant expenditure and high 
living. The chief exception to this attitude was found among some of the 
hospitable, luxury-loving planters a ^ho may have flved beyond their income. 
Saving was also encouraged by the comparative absence of property losses 
through war, the stability of governmental institutions, and the general 
security of property rights as then recognized. It should be noted, however, 
that despite these coiidTions favorable to saving the colonists in general 
as time went on used an increasing amount of the savable fund for con- 
sumption purposes to raise their standard of living. Yet the economic ad- 
vance of the colonies was so rapid that, even with such deductions, the 
accumulation of capital advanced at a rapid rate, especially during the 
eighteenth century. 

The Demand for (Capital and Facilities for Investment. In the 
colonies, as in every new and rapidly developing country, the demand for 
loanable funds t(3 be converted into capital goods or other forms of wealth 
was great. The facility for investment afforded by savings banks had not 
yet come into existence, and the general lack of means for buying life in- 
surance deprived the colonists of that device for saving for future needs. 
Also there werje very few securities in which one could invest, those avail- 
able being practically limited to the provincial evidences of indebtedness, 
though occasionally English securities were bought. In consequence, most 
people with money to invest either loaned it to individuals on the security 
of personal notes and mortgages or put it directly into some business enter- 
prise or a speculative purchase of land. In the absence of credit-rating 
institutions and easy means of communication, personal loans were largely 
confined to individuals known to the lender and living in his vicinity, 
though mercantile credits often had a much wider range. 

Direct investment in business enterprises was made much easier and 
simpler because most lines of business required only a small amount of 
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capital. Commonly it was possible for a competent person to accumulate 
from his own savings the capited needed to expand his business, but if not, 
resort might be had to personal loans or a partnership arrangement. A 
very common practice was for two or more people to undertake a joint 
adventure to carry on a specific transaction. The enterprises requiring the 
largest amounts of capital were those engaged in foreign trade, and in this 
line a series of successful voyages proved sufficient to build up many a 
large fortune. Others secured needed capital by organizing partnerships. 
The equipment necessary for a large plantation also required considerable 
capital and, when the owner’s resources were inadequate, this was likely 
to be obtained by borrowing. In the Northern colonies a man of wealth, 
especially if a merchant, often advanced money through the form of per- 
sonal loans, joint adventures, and partnerships to a great variety of under- 
takings. 

It was previously noted that in 1545 England, abandoning the medieval 
objection to taking interest, first made this lawful, and fixed the maximum 
rate at 10 per cent. By 1713, this rate had been reduced to 5 per .lent where 
it remained until the repeal of the usury acts in 1854. Following this 
precedent, practically all the colonies fixed legal interest rates. In 1661, 
Massachusetts set the rate at 8 per cent, in 1692 Maryland adopted 6 per 
cent; during the eighteenth century the latter rate was the one most 
generally chosen, though by 1776 some colonies allowed 7 or 8 per cent 
and in Virginia 5 per cent was the maximum. In practice there were numer- 
ous ways for evading the law and, in view of the scarcity of loanable funds 
and the fact that full enforcement of the law in any colony was only likely 
to increase that scarcity, it is probable that evasion was very widespread. 
According to Franklin, the prevailing interest rates were between 6 and 
10 per cent. 

The Circulating Medium of the Colonies. Money facilitates exchange 
by performing certain functions usually classified as (1) serving as a 
standard of value or common denominator by which the values of goods are 
measured, (2) serving as a standard of deferred payments, whereby funds 
borrowed to be returned later are specified in terms of this standard, and 
(3) serving as a medium of exchange to obviate the difficulties involved 
under a system of bartering goods for goods. Sometimes, too, money is 
used as a storehouse of value, that is, it affords a convenient means for 
keeping wealth. 

The problem of securing a circulating medium that would properly serve 
all these functions, especially the second, was a serious one throughout the 
colonial period, and the unsatisfactory character of the various mediums 
used proved a constantly disturbing factor in the economic life of the 
period. To understand the history of the colonial circulating medium, at 
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least three important facts must be kept in mind since each had a marked 
influence upon that history and, in truth, on much of the subsequent 
monetary history of the country as well. 

1. A currency made up of gold and silver specie is expensive and, as the 
colonies did not produce these metals, they had to obtain them elsewhere 
by trade. Since the colonies were poor and wished to lesvsen this expense, 
cheaper substitutes, such as paper money, were popular. 

2. Capital was scarce and credit facilities poor, while many believed that 
these deficiencies could be overcome in part by a more abundant supply 
of money. Also there was a large debtor class which could pay off its debts 
more easily if the quantity of money were increased so as to decrease its 
value. This, it will be seen, has been an influential factoi throughout the 
country’s monetary history. 

3. The revenue of the colonial governments was small and the people 
were strongly opposed to taxation. Hence, especially in times of unusually 
heavy expenditures, there was a gieat temptation to issue paper money or 
bills of credit which also might enter into the circulating medium.^ In fact, 
as will repeatedly be seen, the disturbing reaction of the fiscal needs of the 
government upon the cir<;ulatiiig medium has been an outstanding feature 
of the country’s econoridc history ever since. 

Comrnodities Used as IVIoney. In the earlier period a very general 
dependence on the system of barter was almost inevitable, and bartering 
for goods continued to be very common, especially in the rural districts, 
throughout the period. The obvious inconveniences and waste of time in- 
volved soon led to the adoption of some form of money. Since specie was 
scarce as well as expensive, resort, was had to such commodities as were 
immediately available and widely exchanged in each .section, such as 
tobacco, wheat, corn, cattle, beaver skins, or the Indian wampum. Laws 
provided that various dues and taxes could be paid in such commodities, 
and at times official salaries were set in terms of such goods. 

The characteristics desirable in a good circulating medium are well illus- 
trated by the unsatisfactory manner in which these commcKlities performed 
the functions of money. (1) Stability of value is the most desirable of all the 
characteristics of an efficient circulating medium, since lack of it produces 
far more serious consequences than any other deficiency. Not even gold and 
silver are ideal in this respect, but the commodities used as money in the 
colonies were generally subject to wide and frequent fluctuations in value. 
The laws commonly specified the price at which any commodity could be 
received in payment for taxes. If the market price fell below this, taxes 

1 “Why lax the people,*' said a nieiiil)er of llie Virginia Assembly, in effec't, “when the 
colony <’an pay its expenses by setting the printing press at work?” Such an apptml has 
not lost ils force »‘^en today. 
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were paid in the commodity ; if it rose above this, the taxpayer sold the 
commodity and paid in money. Thus the revenues were apt to suffer. The 
Virginia parsons whose salaries were payable in tobacco suffered similarly. 
Such an unstable standard of value and of deferred payments tended to 
upset all business calculations, brought unjust gains and losses to debtors 
and creditors, and led to endless economic disorders. (2) Homogeneity, or 
uniformity in quality, is another desirable characteristic of money, but 
this was also lacking in the commodities used for this purpose. Tobacco, 
wheat, or beaver skins varied greatly in quality, and when efforts were 
made to establish standardized grades there was always room for endless 
dispute. (3) Durability in these commodities was generally lacking as well; 
most of them were more or less perishable and, unless they were promptly 
disposed of, much care and expense might, be involved in trying to prevent 
deterioration. (4) Lack of easy portability caused added trouble and ex- 
pense, while the bulkiness might necessitate warehouses in which to store 
such commodity money. On the other hand, most of these commodities 
did possess a fair degree of (5) divisibility, (6) cognizability, and unlike 
paper, had (7) value independent of their use as money. Though some 
commodities, notably tobacco, continued to serve as money throughout 
the period, their inability to perform this function efficiently led to efforts 
to introduce a better circulating medium. 

Colonial Specie Money. Practically no specie money was coined in the 
colonies, the chief exception being the pine-tree shilling of Massachusetts 
minted between 1652 and 1681. England opposed such action as infringing 
upon royal prerogatives, while the lack of any gold and silver production 
in the colonies combined with the cost of importing and minting foreign 
bullion gave little incentive for such action. In consequence, such specie 
as got into circulation was of British or foreign origin. 

The British coinage, based on the system of pounds, shillings, and pence, 
became the money of account in terms of which values were reckoned in 
all the colonies, but the supply of British coins was always very meager 
as their export was prohibited by England. The bulk of colonial specie was 
of Spanish origin, owing primarily to two things: (1) The Spanish colonies 
were then producing most of the world’s output of silver and from this 
source it was being distributed over the world through the channels of 
Arade. (2) The trade of the colonies with the West Indies showed a favorable 
balance, and a portion of this was settled in specie, chiefly of Spanish 
mintage. The favorable balance in the trade with southern Europe doubt- 
less brought in some specie, though it was more likely to be settled by bills 
of exchange drawn on England or by the purchase of goods to be sold in 
England. 

The basis of the Spanish coinage was the silver piece of 8 reals until 
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about 1728 when Spain began to coin the dollar in its place. The colonial 
use of the Spanish dollar was so widespread that this coin, with a slightly 
smaller bullion content, was later adopted by Congress as the unit of our 
monetary system. During the eighteenth century, the large output of gold 
from Brazil resulted in a substantial inflow of Portuguese gold coins into 
the colonies, chiefly the johannes, or joe, and the moidore, equal, respec- 
tively, to about 16 and 6 Spanish dollars. In addition, the colonies received 
some French coins and a varied assortment from the mints of other coun- 
tries. Though the total supply of specie in the colonies is unknown, it has 
been' estimated at around $1 million in 1700 and at "^lO to $12 million 
about 1775. 

As these foreign coins did not coincide with the English pounds, shillings, 
and pence, it complicated all reckonings. This also gave an opportunity for 
passing laws designed to attract foreign coin by overvaluing it. Thus the 
Spanish piece of eight had a bullion content equal to about 4s-. (id. sterling; 
yet the various colonies passed laws specifying that it was to be accepted 
at a higher value ranging from 4s. Sd. to Ss. Each colony hoped by so doing 
to attract the Spanish silver; but they either failed to understand or ignored 
the fact that any such ginn could be only temporary, since in the long run 
the only result would be a higher level of prices, and that in their rivalry 
they would only counteract one another’s efforts. Like so much economic 
legislation in the country ’s history, certain results were sought by the eas> 
method of passing a law without first trying to obtain a clear idea of the 
economic forces and principles involved in the problem upon the action of 
which the ultimate success of the law would depend. As one governor of 
New York wrote, “ ’Tis not in the power of men or angels to beat the 
people of this continent out of a silly notion of their being gainers by the 
augmentation of the value of plate.” The colonial rivalry in these measures 
was most active near the end of the seventeenth century. In 1704, a royal 
proclamation designed to stop it set 6s. as the maximum value at which 
the piece of eight was to be accepted in the colonies — whence the term 
“proclamation money” — but outside of ^4rginia and Maryland this limita- 
tion was evaded, despite an enforcing act in 1708. 

Complaints about the Scarcity of Money. The colonists were often 
complaining about the scarcity of money and, as this is a complaint that 
constantly reappears and had manifold reactions in later history as well, 
it is essential to understand the causes for the complaint and the extent to 
which they can be held to justify an effort to increase the supply of money 
or credit. 

The most common reasons back of such complaints may be classified as 
follows: First, the scarcity of capital and the difficulty which many had 
in securing loans tended to make interest rates relatively high. lAcept 
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temporarily, this difficulty could not be overcome by increasing the supply 
of money, since in the long run the increase tended to raise the price of 
goods and necessitated borrowing just so much more to buy the same 
quantity as before. Second, debtor groups always favor an increase in the 
supply of money or easy credit, since the resulting higher prices and lower 
interest rales will enable them to pay off their debts more easily; conversely, 
creditor groups will lose thereby and so oppose this. Whenever there has 
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Fig. Annual indices of wholesale prices of 20 coininodilies in Philadelphia, 1720- 
1774 (arithmetic average). Base: monthly average, 1741-1745. {Bused on Bezanson, 
Gray and Hussey, ** Prices in Colonial Pennsylvania.*^) 


been a marked fall in prices between the creation of a debt and the time it 
falls due, (he debtor can justly (daim that a measure to raise prices to the 
former level is equitable so far as the debtor-creditor relationship is con- 
cerned. Historically it is under such conditions that the most insistent 
demands for more money have arisen. Obviously, in a converse situation 
following a marked rise in prices, creditors could justly claim that prices 
^hould be reduced, but historically such claims have been unpopular and 
received scant recognition. Though an increase in the circulating medium 
may have little elfect in removing the fundamental causes of a depression, 
its stimulating inlliience will tend to provide some relief, even if only 
temporary. 

Moreover, there are cases where the immediate cause of the difficulty is a 
rather sudden decrease in the available supply of money. Inhere has not 
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been sufficient recognition of the frequency with which such cases arose 
in the colonies where, in the small communities with poor facilities for 
securing loans or specie from elsewhere, the effects of war, or a severe drop 
in the price of a dominant staple, or the retirement of a large issue of paper 
money, might seriously curtail the available supply of money, and where 
in consequence an increase might have a beneficial stabilizing influence. 
Much less frequent are the cases where long-run trends create a relatively 
enduring scarcity of money and a prolonged decline in the general price 
level, in which measures designed to increase the circulating medium may 
be considered justifiable. 

A fourth cause of complaint may arise because some particular element 
in the circulating medium essential for < f'rtahi transacllons has become 
scarce, such as small change, or one of the metals in a bimetallic system, 
or specie in any form. In the colonies the last-named was the usual basis 
for this type of complaint. Tn tlie eighteenth century especially, when 
resort to paper money had driven specie out of general circulation in man> 
colonies, some event, such as the reaction wa^’ on foreign trade, might 
quickly drain off the small siu;pl> of specie kept in private hordes and 
cause much difficulty in meeting payments where hard money was required. 

It will be clear from the foregoing that complaints about the scarcity of 
money need to be approached in a very skeptical attitude when the ques- 
tion as to their justification is under consideration. Some of the difficulties 
that are the basis of such complaints, as the scarcity of capital, cannot be 
remedied by more money; most of the other causes for complaint, where 
there can be said to be a legitimate basis, justify only a temporary increase. 
The important thing in such cases is to make sure that any increase is 
only temporary and not excessive, for experience shows that this is very 
difficult to accomplish. It is always easy to find large groups that will sup- 
port inflationary issues while deflationary measures are likely to be highly 
unpopular, as will frequently appear in the subsequent narrative. 

Colonial Paper-money Issues. The first issues of paper money and, 
later, the largest issues were due, not to an alleged scarcity of money, but 
to the need arising from heavy war expenditures, the general unwillingness 
to meet this need by adequate taxation, and the lack of ready facilities for 
borrowing by other means than resort to the printing press. There then 
began that disturbing reaction of the fiscal needs of the government upon 
the monetary and credit system which has continued to be a source of 
trouble down to this day. 

The first issue was authorized by Massachusetts in 1690 to meet the 
demands of soldiers in the Canadian expedition who threatened to mutiny 
because of lack of pay. In 1703, South Carolina issued notes to meet the 
outlay involved by the attack on the Spaniards, and before Queen Anne’s 
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War was over New Hampshire, Rhode Island, Connecticut, New York, 
New Jersey, and North Carolina had joined the list. Though not generally 
made full legal tender, these bills of credit were usually acceptable for taxes 
and commonly entered into the circulating medium. Ordinarily, the laws 
provided for the levying of taxes to secure funds to retire these issues — a 
policy favored and usually required by the British authorities. King 
George’s War led to new issues for defense, including the first for this pur- 
pose in Pennsylvania and Delaware. Finally, the French and Indian War, 
during which Virginia and Georgia fell back upon this expedient , led to a 
larger batch of issues than ever before. 

A second type of paper-money issues was the notes put out in response 
to the complaints about the scarcity of money and credit. Though these 
were seldom so large as those due to fiscal needs, they appeared in nearly 
all the colonies. These notes were commonly issued as loans to individuals 
in limited amounts, bearing around 5 per cent interest, repayable over 
a period of years, and secured by land or other property. The interest that 
the colony received on these loans reduced the need for taxi's — in New 
Jersey for a period it even eliminated that need — and so made the scheme 
the more popular. The first regularly authorized public loan bank of this 
type was started by South Carolina in 1712, and the plan was so popular 
that it was soon adopted elsewhere. Massachusetts took it up in 1714; the 
next year Rhode Island started upon her notorious career which brought 
forth nine such issues; New Hampshire followed suit in 1717. A period of 
depression led Pennsylvania, Delaware, and New Jersey to authorize loan 
issues in 1723; North Carolina followed in 1729, but in Maryland the 
opposition to such action was not overcome until 1733. In 1737, New York 
authorized an issue to be used chiefly for loans but partly to pay debts. 
Georgia adopted the device in 1755, and Virginia would have also but for 
the governor’s veto. 

A third form of paper money, similar in character and purpose to the 
public loan bank issues, was that put out by groups of private individuals. 
These groups were commonly called “land banks’’ as their notes were 
usually secured by land. Such issues were never large in amount and were 
in vogue only during the decade 1730 to 1740 when they appeared in New 
Hampshire, Connecticut, South Carolina, and Massachusetts, those of the 
last-named colony being the most famous. The violent controversy aroused 
there led to an appeal to England, which in 1741 resulted in prohibiting all 
such private issues by extending to the colonies the Bubble Act of 1720. 

The extent to which these various types of paper money were issued in 
the different colonies varied greatly. In New Jersey, Pennsylvania, Dela- 
ware, and Maryland the issues were rather carefully controlled; at times 
there was substantial depreciation, but generally this was so moderate that 
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it has been claimed that the resort to paper there had a beneficial stabilizing 
influence. In New York the issues were moderate up to 1746 when a marked 
depreciation set in; in Virginia, though starting late, the issues soon became 
excessive. The worst excesses appeared in • the Carolinas and in New 
England. In the former, paper money fell to about one-tenth its value in 
sterling; in Massachusetts and Connecticut by 1750 the depreciation was 
about the same. Massachusetts then took advantage of the receipt of 
bullion sent over by England to reimburse the colony for its outlay in the 
recent war and redeemed all of its paper money at the ratio of about 73^ 
in paper for 1 in specie. Similar action was soon taken u y Connecticut. The 
most extreme case was Rhode Island, whe^’e tht^re were fewer governmental 
checks on popular demands than elsewh'^rp arid nine issues were authorized 
before England intervened to stop the process after the depreciation on the 
early issues had reached 23 to 1. 

The experience of the colonies only too well illustrates the temptations 
and dangers involved in the resi st to paper m mey. Once started on the 
downward path, the demands to continue »vere hard to resist. Often new 
issues were put out before the old had been retired through the receipts 
from taxes — sometimes they were to retire older issues falling due — and, 
since the levying of ta^es was constanlly postponed, the outstanding issues 
often steadily rose in amount. As depreciation set in, specie was driven from 
circulation and prices rose. The rise in the price level was likely to cause 
new complaints of the scarcity of money and demands for still more. As 
Bullock says, “The experience of the colonies demonstrates conclusively 
the impossibility of satisfying the desire for ‘more money’ by issuing paper 
currency. ’ Theoretically, in such a situation as existed in the colonies, 
where credit institutions were poorly developed and where the supply of 
money was subject to rather sudden and violent fluctuations, there was 
more justification than usual for resort to paper issues as a stabilizing 
factor provided they were properly controlled. Practically, such control is 
extremely difficult at best, and in the colonies it was seldom really at- 
tempted. 

In addition to the uncertainty and disorganization of economic life 
inevitably arising from an unstable circulating medium, the depreciated 
paper was primarily, though not in every case, responsible for the actual 
scarcity of specie of which the colonists so frequently complained. Usually 
the blame for this scarcity was put on the outflow of specie to hmgland to 
meet the unfavorable trade balance, thus ignoring the principle that even 
in those days there was sufficient freedom in the movement of goods and 
specie in international trade so that the colonies’ specie would not have 
been permanently drained off had they chosen to remain on a specie basis. 
Though this principle had not secured general acceptance until the nine- 
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teenth century, there were those in the colonies who clearly recognized the 
real cause of the scarcity of specie. In proof, among other things, they 
pointed to the fact that, when Massachusetts retired her depreciated paper 
and forbade the circulation of that of her neighbors, specie returned to 
general circulation. 

Because of the widespread evils that arose from these paper-money 
issues and, more especially, because of the resulting losses to British credi- 
tors on debts payable in the colonies, England finally resorted to more 
determined measures to put an end to them than those exercised through 
the governors. After the private bank issues had been made illegal in 1741, 
the second step was taken in 1751 when Parliament forbade the New 
England colonies to issue any more bills of credit and declared that there- 
after no bills of credit could be made legal tender. Exceptions allowed issues 
of treasury notes to meet current expenses or the emergencies of war, but 
only when accompanied by safeguards to ensure prompt retirement. All 
outstanding issues were required to be called in at the date of their maturity. 

In 1764, Parliament took the third step by extending this prohibition to 
the rest of the colonies, but without providing the same exceptions. Despite 
their fundamental soundness in view of the past abuses, the colonists looked 
upon these measures as a great hardship and an infringement of their 
rights. It must be admitted that the act of 1764, coming just when a post- 
war depression was setting in, was unfortunately timed; it increased the 
difficulties of the next few years and accentuated the hostility toward 
England. Probably the number of colonists who felt that they were injured 
by the restrictions on paper-money issues was larger than in the case of 
any other essentially economic restriction imposed by Great Britain at this 
period. 

Other Forms of Credit Instruments. In addition to the paper-money 
issues, the colonists used other credit instruments that often functioned as 
substitutes for money. As there were no commercial banks, borrowing from 
private individuals was widespread and the promissory notes (bus created 
passed on endorsement from one person to another. More frecpiently, the 
provincial treasury bills issued to pay debts were thus used. As trade ex- 
panded, domestic bills of exchange came into use. Ordinarily, these were 
based on a sale of goods but sometimes they represented the making of a 
k)an. The same was true of foreign bills of exchange which were widely used 
and saved the risks and greater expense in shipping specie. 

The Economic Efficiency of Colonial Currency. It is obvious from 
the foregoing description that the colonies had to deal with a circulating 
medium which in many ways failed to function in an efficient manner. In 
some sections, the difficulties of barter or the use of commodity money 
continued to the end of the period. When specie was used, the numerous 
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kinds of foreign coin had to be reckoned in terms of the English money of 
account; where laws fixed the ratio at which such coins were to be accepted, 
they varied from time to time as well as from colony to colony. If the specie 
had been clipped too much, as was often the c'ase, it had to be weighed and 
the value figured accordingly. The paper-money issues were even more 
numerous and confusing while their value was constantly fluctuating. If a 
person inquired for the price of a commodity, he might be asked if he were 
going to pay in hard money (that is, specie), barter, credit, or paper money 
and the price quoted would vary acx^ordingl>. 1'he mere awkwardness and 
waste of time involved were the least of l!ie evils. The uncertainties and 
needless financial risks, thus created, aff (Ted a vast volume of business 
transactions; creditors or debtors suffer trade was hindered, credit im- 
paired, the free flow of ( apital restricted, and widespread unjust losses and 
undeserved gains resulted. 




Chapter X 


THE GOVERNMENT AND ECONOMIC LIFE 


Introduction. It was pointed out in Chap. I that an understanding of 
Ihe economic life of any people involves some consideration of the inter- 
action between the economic conditions and the political, religious, and 
other social conditions. Of preeminent importance among these other 
phases of social life because of their influence on economic life are the 
political institutions that constitute the state or government. 

In fact, without the state the economic life of modern society would be 
impossible; it plays a part in that life in so many and in such direct ways 
that it might be considered an economic as well as a political institution. 
It functions (1) in what may be called a “positive*’ way by itself providing 
many of the economic goods and services that society wants, and (2) in a 
negative way through the regulation and control of innumerable lines of 
economic activity. Since its activities may involve large expenditures, (3) it 
reacts upon Ihe economic life by Ihe fiscal measures adopted to secure the 
funds that it requires. In the preceding chapters dealing wilh difTf^ent 
phases of colonial economic life there has been frequent reference to govern- 
mental action, chiefly in the form of legislation, which was related to each 
of those phases. In this chapter the purpose will b(^ to provide a summary 
account of the general framework of government such as is necessary to 
understand what it could and did undertake and then to give a very general 
statement of the character and lines of action actually adopted. 

ITie Framework of Government. The outstanding feature in the 
development of the political institutions in the colonies was the relatively 
high degree of local autonomy and self-government that was attained. This 
was accompanied by an essentially provincial spirit which put loyalty to 
the individual colony above all else, increased intercolonial rivalries, and 
minimized the obligations to the British Empire. This was the result of 
'many interacting causes, economic, political, psychological, geographic, 
and social. In the first place, England never tried to exercise as extensive 
control over her colonies as did France or Spain over their possessions, and 
the growth of her colonies was largely a product of private enterprise and 
individual initiative. The distance from England and the slow means of 
communication made close supervision of the details of government impos- 
sible. Also, in the seventeenth century the mainland colonies were looked 
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upon as unimportant outposts of the rising empire; in the next century, 
under the policy of “salutary neglect” which prevailed until 1764, they 
were rapidly developing a vigorous political life of their own. 

This last development represented a seconjd respect in which the British 
colonies in the New World differed very appreciably from those of other 
nations — their inhabitants fought far more vigorously than those of other 
colonies to maintain and to increase such freedom of self-government as 
England would allow. Jn part this was a product of English traditions of 
freedom, but the effect of those traditions was greatly augmented (1) by 
the selective process which brought to the colonic groups that sought 
greater political, economic, and religious freedom, (2) by the set of condi- 
tions in the colonies that tended to promote the attainmert ot such freedom. 
The fact that the while population inci eased far more rapidly in the British 
colonies on the mainland than jn any other colonies, British or foreign, 
added to the effectiveness as well as to the extent of their demands for 
freedom of self-government. The result u these various c’onditions gave the 
colonies a more democratic system and a g* ^ater degree of self-government 
than was enjoyed by' the people of England. 

Franchise Rights. The cornerstone of a democratic government is 
freedom and equalitv in enj oyment of the riglit to vote. The democracy 
of the colonists fell far short of this ideal. Women were not even thought 
of as entitled to this n^dit, and of course the slaves had no such privilege. 
In the case of free males, some property qualification was almost universal 
and usually took the form of a freehold ownership of land, ordinarily at 
least 25 to 50 acres, or possession of other property worth £40 or £50. 
While land was easily obtainable, few were disfranchised, but toward the 
close of the period, as land in or about the larger communities rose in value, 
many artisans, mechanics, and common laborers lacked voting rights. 
Religious restrictions were also common. Catholics and adherents of non- 
(^.hristian sects were generally disfranchised, and in some colonies the 
(Quakers. In New England, outside of Rhode Island, meinbershi]) in the 
Congregational Church was required in the earlier period, though modified 
later in favor of good moral standing. 

Equality of Representation. Real democracy in a representative form 
of government involves equality in representation as well as in franchise 
rights. In all the colonies, as soon as the population attained appreciable 
size and began to spread out so that it was impossible for all the voters to 
assemble in a general meeting, a representative form of government was 
set up to control the general affairs of the colony; local matters were dele- 
gated to the towns, parishes, or counties, according as the density of 
settlement made one or another the best unit for local government. 

The first representative assembly was established in \irginia in 1619 
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under the company charter; Massachusetts Bay established hers in 1634. 
In Rhode Island and Connecticut, assemblies were established by a social 
compact later confirmed by royal charters; elsewhere the proprietors or the 
crown granted this right. Above the popular assemblies were the governors 
and, except in Pennsylvania, Delaware, and Georgia, the small second body 
known as the council. After 1691, when Massachusetts lost the right, only 
Rhode Island and Connecticut chose their own governor; elsewhere he was 
appointed by the crown or the proprietor. The governor appointed the 
council, except in Massachusetts, called and adjourned the assembly, had 
a veto over its acts, appointed many officials, and had general oversight 
of law enforcement. Above the governor stood the proprietor or the British 
authorities claiming power to disapprove colonial laws, while Parliament 
could pass enactments applicable to the colonies. 

Despite the substantial powers vested in the governors and the auth- ci- 
ties in England, the control actually exercised was limited in various w i>s. 
In practice, the most important limitation arose from I he control exerc ised 
by the assemblies over the revenues required to defray most pr^ vincial 
expenses, including the salaries of the governor and most of the royal 
officials. In the constant struggle between the opposing interests of thc^ 
colonists and the crown or the proprietors which marked colonial history, 
this control of the purse was the chief factor enabling the colonists to pro- 
tect themselves. Often the governors, incompetent or seeking personal gain, 
ignored the instructions received from England, while those who sought to 
carry them out seldom obtained the needed support from the British 
authorities. Thus, aided by incompetence and neglect, the colonists were 
able to secure an unusual degree of self-government. 

The original distribution of members in the colonial assemblies provided 
a fairly equal representation for the voters in the different units of local 
government, but as population grew and new settlements arose, there 
developed a marked unwillingness to grant such sections a representation 
in the assemblies proportionate to their growing population. With the 
eighteenth-century movement of settlers into the interior this problem 
came to the front, especially in the colonies from Pennsylvania southward. 
In Pennsylvania the older southeastern counties controlled the assembly 
which, led by the dominant Quaker aristocracy, steadily refused to grant 
the newer interior settlements a fair representation; much the same atti- 
tude was assumed toward the growing group of artisans, mechanics, and 
common laborers in Philadelphia. Similarly in the Southern colonies the 
tidewater region, which controlled the assemblies, was unwilling to give 
the settlers in the upland sections, who were radically different in racial 
stock, religious views, and economic interests, a representation in propor- 
tion to their numbers. These interior groups felt (hat (heir welfare in such 
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matters as the land laws, taxation, roads, monetary affairs, and protection 
against the Indians, were largely ignored and on more than one occasion 
threatened revolt, as in the case of the Regulators in the Carolinas in 1769. 

Although some of the measures against which these frontier settlers pro- 
tested could be blamed on the proprietors or the crown, these groups 
probably suffered much more from the undemocratic character of the 
provincial governments dominated by the coastal regions than from any 
action taken by the English authorities. The resulting discontent among the 
back-country districts and the city working class played an important 
part in the social unrest and political ferment that finally broke forth in 
the Revolution. 

The Government and Econoinie Activities. The branch of govern- 
ment that came into the closest and most frequent touch with the daily 
economic life of the people was the local government provided by the town, 
city, parish, and county. In New England the town was the important 
unit, and the county had relatively few functions. In the South the county 
performed nearly all functions of local government, and the smaller unit, 
generally called the “parish,” was chiefly concerned with the support and 
management of the church and the poor. In the middle colonies, both town 
and county might be active, though the latter was the more important. 

The New England town where all the voters gathered in the town meeting 
to elect officers and settle local affairs was the most democratic of colonial 
political institutions, and it performed more functions and exercised more 
control over the life of the community than was attempted outside the 
cities in any of the other colonies. In part, this was a product of the more 
compact type of settlement which both facilitated united action and created 
a greater need for social control; in p€u*t, it was due to the homogeneity of 
the group and the social ideals with which they were so strongly imbued. 

The town established the schools and the church, provided for the care 
of the poor, looked after the roads, managed the common lands subject 
to the proprietors’ rights, levied taxes, elected the town ofiicers and the 
representative in the assembly, and carefully looked after the peace, order, 
moral conduct, and general welfare of the community. 

The mere list of some of the officials to be found in the different towns 
must suffice to suggest the numerous functions that were assumed by these 
small but active communities. Besides the chief officials, such as selectmen, 
treasurer, clerk, and recorder, there were water bailiffs, constables, tithing- 
men, bellmen, cowkeepers, hogreeves, pound keepers, fence viewers, 
scavengers, sealers of weights and measures, cullers of staves, measurers of 
com and boards, corders of wood, overseers of chimneys and chimney 
sweepers, and numerous others. In the very largest places there would be 
additional officials charged with such duties as protection against fire. 
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robbery or epidemics, supervision of the public markets, the granting of 
various licenses, or care of waste disposal. The New England county was 
chiefly significant as a judicial district; in Massachusetts it was also a 
higher military unit, levied a county tax for the support of the courts, jails, 
highways, and bridges, and equalized taxes. 

In the middle colonies, the representatives sent to the assembly, with 
minor exceptions, were chosen by the county, which was also the chief 
judicial unit, had general charge of the construction and maintenance of 
roads, bridges, and county buildings, appointed many local oflicials such 
as the viewers of pipe staves, bread, meat, and fences, and levied and 
collected taxes. In New York many of the county officials were appointed, 
but in Pennsylvania they were commonly elected. In the more compact 
settlements, especially where New England influence was strong, the town 
organization was fairly common. Its functions varied considerably but 
were concerned principally with care of the poor, purely local improve- 
ments, regulation of local trade, and a few tax levic^s ft)r these purjjoses, 
and were seldom as important as in New England. 

In the Southern colonies where the population was more scallered, the 
county performed nearly all the functions assumed for local government. 
It generally chose the represen I alives sent to the assembly, but, since the 
chief county officers were appointed by the governor, control was less 
democratic than in the North. The county was the unit for judicial adminis- 
tration; the county court in Virginia had charge of bridges and highways, 
licensed and regulated the charges of ordinaries and ferries, appointed the 
tobacco viewers, was the unit of militia organization, and levied and col- 
lected the county taxes. The smaller unit of the parish, except in tidewater 
South Carolina, was chiefly concerned with support of the poor and the 
established Anglican Church. The activities of local government in general 
were less extensive than in the North. 

Above the units of local government and exercising complete control 
over them were the popular assembly and the governor and his council 
constituting the provincial government. Though this exercised a consider- 
able degree of detailed control over local affairs, notably in the early period 
before local government was well developed and in the South to the end, 
it was chiefly concerned with matters of more general interest and im- 
portance. These included all issues affecting the general economic progress 
of the colony; the circulating medium, the regulation of trade, the disposi- 
tion of the public land, roads, the control of indentured servants or slaves, 
assistance to industry, the courts, military defense, the church where it was 
established, education where publicly supported, and taxation to meet 
provincial expenses. Since most of such measures as chiefly affected the 
economic life of the colonies have been previously noted, it will suffice 
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here to suggest the general extent and character of the activities of govern- 
ment in the economic life of Ihe period. 

The outstanding feature in the relation of the state to economic life in 
the colonies was the very small number of economic goods and services 
that the state itself attempted to provide for the people. Of course the 
services for which government is first of all set up, such as defense, protec- 
tion of life and property, or maintenance of law and order, were provided, 
though in a none too adequate manner, but beyond that the range of such 
activities was meager. Outside of the very limited activity in J\ew England 
there was practically no public support of education; state care for public 
health and hygiene was negligible; aside from meager provision for the 
poor, there was little public aid given the downtrodden and unfortunate; 
the state assumed no responsibility to provide for public recreation or for 
the pursuit of purely cultural activities. Even in the few cities, where most 
was done, the various public services undertaken were likely to be reduced 
to the minimum. There were, however, numerous ways by which public 
support was given to such lines of private enterprise as were considered 
particularly desirable. The provision for religion in the colonies where 
there was an established church was the one important field in which state 
support was given where it is not customary in this country today. 

The chief explanation for the nan*ow scope of the government activities 
of this type is to be found in the poverty of the colonies, in the failure to 
recognize the social need for the provision of many forms of economic 
goods and services, and in the economic and social conditions prevailing 
at this period among an essentially rural population which in many ways 
reduced both the need for, and the feasability of providing for, such eco- 
nomic wants. 

On the negative side of governmental activities, that concerned with 
regulation and control, much more was undertaken, partly because such 
lines of action were much less costly. Only a few of the measures of this 
type have been described and nothing has been said of the elaborate code 
that made up- the seventeenth-century blue laws of the Puritan colonists 
attempting to regulate the clothing that they wore, their amusements and 
use of their leisure hours, their moral conduct, and innumerable other 
matters in the routine of daily life. The scarcity of labor, it has been seen, 
led to many regulatory efforts designed to increase the supply and keep 
down wages, to say nothing of the measures relating to the slaves and the 
indentured servants. The scarcity of various goods and the general weak- 
ness of competition led to a series of similar measures to increase the supply 
of goods, maintain their quality, prevent monopolizing aclivil ies, and regu- 
late prices. The difficulties arising from an unsatisfactory circulating me- 
dium and poorly developed credit institutions led to another group of 
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regulatory measures. Local problems confronting the rising cities or the 
more compactly settled New England towns necessitated an increasing 
degree of control on the part of these units of local government. 

The Fiscal Systems of the Colonies. In the absence of adequate data 
we can draw only general inferences as to the outlays involved by the activi- 
ties assumed by the colonial governments. The heaviest outlays commonly 
arose in connection with wars and the need for defense, even though the 
main burden of defense, except in the case of Indian wars, was borne by 
Great Britain. It was because these expenses were so large and so concen- 
trated in time that most of the colonial debt arose in the form of provincial 
paper money or bills of credit. Occasionally, some other type of outlay also 
led to borrowing, but the ordinary expenditures of the colonial governments 
were generally covered by the receipts from revenue. Aside from the salaries 
and expenses of the provincial and local officials, the largest items of outlay 
were for roads, bridges, public buildings, care of the poor, and, where state- 
supported, for churches and schools. How meager the provincial activities 
must have been can be inferred from the fact that the civil establishment 
in most colonies just before 1775 was reported to cost between £2,000 and 
£8,000 a year. How little was undertaken even in the largest cities is indi- 
cated by the fact that as late as 1790 the expenditures of New York were 
less than $2 per capita. 

Popular opposition to taxation is universal, but it seems to have been 
especially strong in the colonists. This can be attributed partly to the 
general lack of wealth and partly to the fact that in the rural districts, 
especially in frontier sections, it was difficult for the people to see that the 
state was doing very much for them; in truth, their interests often were 
sadly neglected. As direct taxes imposed immediately on the people aroused 
the strongest opposition, there was a tendency to favor the indirect forms 
of taxation the weight of which was often unrealized; but the local units 
of government had less opportunity to employ this type than the pro- 
vincial government. 

The chief direct taxes used were the poll tax, commonly imposed equally 
on all males and on female slaves above a given age; the faculty tax, im- 
posed on laborers, artisans, and tradesmen roughly in proportion to the 
supposed earnings of each class; and, most important of all, the general 
firoperty tax, supposed to be levied on each person according to his wealth. 
Often this last tax was made up of a levy for town or parish purposes, 
another for the county, and a third for the province. In New England the 
general property tax and the poll tax were used; in the Southern colonies 
more dependence was placed on indirect taxes, though both poll and prop- 
erty taxes were common; the system adopted in the middle colonies lay 
between the two. Most of the revenue required for the purposes of local 
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government came from direct taxes, but such taxes were a less important 
item in the receipts of the provincial governments, especially in the trading 
colonies. 

Among indirect taxes, the duties levied on imports or exports were 
likely to be t he chief reliance of such colonies as were extensively engaged 
in foreign trade, notably in Massachusetts, New York, Maryland, Virginia, 
and South Carolina, and to a lesser degree in Pennsylvania. Though these 
duties often had other objectives, they were imposed primarily for the sake 
of revenue and fell most heavily on such items as wines, liquors, tobacco, 
sugar, molasses, tea, cocoa, dyewoods, and slaves. The only export duties 
yielding a large return were those on tobacco levied by Maryland and 
Virginia, where they were among the chief sources of provincial revenue. 
Tonnage duties were common, and their return, though never large, was 
employed for purposes of defense or a lighthouse service. Among the in- 
ternal revenue taxes, those on wines and liquors and their sale were the 
most frequent. Fees for a great variety of ser\ices were everywhere in 
evidence, the receipts generally going to government officials. Commonly 
the quitrents payable to the crown were available to meet designated pro- 
vincial expenses, and receipts from the sale of land might be similarly 
used. In some colonies the interest paid lo the public loan banks was an 
appreciable source of revenue, and lotteries (jflen provided funds for specific 
public projects. 

The general property taxes were not progressive and, except for the 
faculty taxes and those on luxuries, there was no effort to adjust the system 
so as to obtain from the rich a levy more nearly proportionate to their 
ability to bear it. As a whole, therefore, the tax system tended to fall with 
greater weight on the less well to do — an outcome to be expected in view^ 
of the political weakness of this group. Yet the total burden of colonial 
taxation was relatively light and doubtless much less than w^as common in 
the countries of western Europe. 

SUMMARY OF THE ECONOMIC DEVELOPMENT OF THE COLONIES 

Having completed the survey of the various phases of the economic 
development of the colonies, we can now look back over that history as a 
whole, attempt to coordinate the trends in the different fields, summarize 
the results, and ask the question: To what extent and by what means had 
the colonists made progress in the effort to supply their economic wants? 
This, it must be remembered, is the basic problem with which economic 
history is concerned. 

In the first place, the difficulties incident to establishing the colonies and 
tiding them over the period till they liecame self-supporting had been 
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home partly by the capital and enterprise advanced from Europe, much 
of which received little or no return, and partly by the capital and labor, 
with its attendant sufferings and death toll, of those who migrated to 
America. Once established, the colonies gained in productive capacity 
through the steady increase in the available supplies of the different 
agents of prodiKition and the development of a more elficiently functioning 
economic order. 

The increase in the economically significant supply of natural resources 
was obtained partly through the opening up and settlement of the country 
by the colonists, partly through gaining a better knowledge of resources 
and climatic conditions which enabled them to determine what things could 
be produced and which were likely to be the most profitable. The supply 
of labor was greatly augmented through the rapid natural rate of increase 
of the population, immigration, and the acquisition of servants and slaves, 
while various measures helped to improve the quality of the workers. The 
growth of capital was due largely to its accumulation out of the rising 
savable fund resulting from increased productive efficiency, thougn there 
was some inflow from abroad. The inlroduclion of a few new inventions 
improved the quality of capital goods, and better knowledge of new proc- 
esses led to a more economic use of all resources. The entrepreneurs who 
introduced these technological improvements were also active in adopting 
more efficient methods of business organization. 

These developments all took plac^e in an e(;onomic order with an institu- 
tional framework that was also undergoing marked changes tending to 
promote efficiency. Among these the most important were those furthering 
specialization and division of labor t hrough a widening of the markets. In 
the early years, many of the households and little settlements were of 
necessity largely self-sufficing, and there was little opportunity for much 
specialization. In numerous rural sections, especially along the frontier, 
this situation continued to prevail till the close of the period, but in the 
more populous regions the slow development of facilities for overland trans- 
portation helped to widen the available markets. Vastly more important, 
however, was the growth of the markets, both colonial and foreign, made 
accessible by cheap water transportation. This not only promoted trade 
between the colonies but, what proved far more important, it promoted an 
extensive trade with other parts of the world. In consequence, more of the 
colonists were enabled to specialize in producing those things in which 
they had a comparative advantage and then exchange them for products 
of other regions which they themselves could not have produced at all or 
only at a greater relative cost. The limited extent to which the resources 
of the colonies were developed and the lack of variety in the commodities 
produced as compared with the situation in later periods greatly increased 
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the importance of foreign trade as a factor in colonial economic devehjp- 
ment. 

Since specialization involves exchange of goods or trade, it is in part 
dependent upon and furthered by improvements in all the devices and 
institutions by which trade is facilitated as well as by improvements in 
transportation. Along such lines also the colonies had made progress: 
marketing methods were improved; wholesaling was beginning to be 
separated from retailing, and other lines of functional specialization were 
developing; better means for communication and the spread of market 
information were introduced; warehouses were constructed; marine insur- 
ance was made available; the introduction of money, though of an unstable 
character, along with such credit instruments as bills of exchange was 
helping to overcome the difficulties of barter; better facilities for obtaining 
loanable funds were developed; finally, the growing power and the ex- 
panding activities of the state in numerous ways afforded increased stability 
and support for economic enterprise. 

Some of the obstacles that stood in the way of greater success — much the 
most important in fact — were due to conditions over which the colonists 
themselves had little or no control; others were such that the colonists 
might have done much to lessen or remove them. Foremost among the 
former group was the limited use of the resources and forces of nature, 
owing to the backward state of science and invention at that time. The 
scarcity of labor and capital was inevitable in a new, rapidly growing 
country and in the case of labor proved generally advantageous to the free 
workers. Despite numerous measures to lessen this difliculty, many of 
which proved futile or unwise, the results attained were relatively meager. 
Most of the basic conditions tending to limit specialization and trade could 
not be altered, while the obstacles to trade were sometimes increased by 
the provincial spirit of the colonies as well as by the mercantilist policy of 
England. For the chaotic condition of their circulating medium and its 
disturbing reactions on business, the colonists themselves were largely to 
blame. They sullered from the lack of a commercial banking system and 
means for securing insurance other than that against marine losses, but 
even Europe had not then gone far in developing such institutions. Eco- 
nomic progress was set back by the disturbances and losses arising from 
frequent wars, though the destruction incident to actual invasion, except 
for Indian raids, was negligible. Hy what means and with what success 
such obstacles to economic progress were overcome by succeeding genera- 
tions the following chaptei*s endeavor to explain. 
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THE PERIOD OF WARS AND ECONOMIC 
TRANSITION, 1764-1815 


Chapteh XI 

ECONOMIC CONDITIONS, 1764-1775, AND THE 
CAUSES OF THE REVOLUTION 


The General Character of the Period of Transition, ilefore taking 
up the specific topic of this chapter, we should note the general (‘haracter 
of the period extending from shortly before the Revolul ion to I he close of 
the War of 1812, to which we now turn. This period is an unusually com- 
plicated one and requires a method of treatment somewhat different from 
that used for most other periods. Also, an understanding of the general 
character of the period in its relation to the rest of the country’s economic 
history is essential to an appreciation of the broader significance of the 
detailed facts and movements that are to be described. 

The period can best be understood and interpreted as one in which two 
distinct sets of forces dominated the course of events in the country’s 
economic life. One set is found in the wars, domestic and foreign, which 
occupied all but a few of the years, together with the political and other 
changes incident thereto that reacted upon economic life. These were the 
forces that introduced what we may call an “abnormal” element into the 
situation — if we can assume that war is abnonual — for these wars reacted 
in a powerful and spectacular manner on economic life. In some instances, 
they created tendencies diverse from those prevailing in times of peace; in 
others, they abnormally hastened movements in line with what was des- 
tined to prove the more normal trend of economic development. The second 
group of forces may be considered as reflected in those trends, not primarily 
due to war, which were in line with the normal course of economic evolution 
incident to the introduction of a more efficiently functioning economic order 
and the slow transition from the assentially provincial basis of colonial 
limes to the more nearly national economy of the succeeding period. IJnder- 
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lying all the turmoil of wars and their aftermaths, often lost from sight in 
the quickly changing and spectacular course of events that for the moment 
dominated attention in the arena of economic and political life, these less 
obvious, but generally more enduring and more important, changes were 
slowly helping to create an economic order which by 1815 had become 
markedly different from that of 1775. 

Were the objectives in this history concerned solely with the evolution 
of the economic order, much of the detail dealing with the temporary course 
of economic events arising from war might be omitted. But our objectives 
are much broader. They are concerned with all the imponant lessons which 
can be learned from the past and which may be applicable to present or 
future problems in the country’s economic life. The wartime experiences 
of this period taught many a lesson which the country had not fully learned 
even in 1917 and 1941. Since this period includes the winning of political 
independence and the framing of the Constitution under which the Fed- 
eral government has been carried on ever since — events that exercised the 
most basic reactions on the country’s subsequent economic development — 
it is particularly important to understand the interaction between the eco- 
nomic and the political conditions that shaped these events. Finally, it 
will be found that some of the changes wrought by the wars exercised rela- 
tively enduring effects on the nation’s economic life which cannot be under- 
stood without a knowledge of the wartime conditions under which they 
were generated. 

The abnormal conditions that mark this period as a whole exercised such 
an overwhelming influence on the immediate course of events and varied 
so greatly from time to time that it is necessary to subdivide the period 
into sections corresponding to the changes in the abnormal conditions and 
so make the account more nearly a chronological narrative than for other 
periods; only thus can the rapid changes and the interaction of the various 
developments be explained. To make sure that the less striking but more 
enduring changes that were taking place in the structure of the economic, 
order are not lost from sight in the kaleidoscopic rush of events that dom- 
inated the surface of affairs, those changes will be summarized later. 

Economic Events Leading to the Revolution. In the earlier chapters 
little was said about the course of economic events in t he colonies during 
the decade that preceded the Revolution, since the relationship of those 
events to that revolt can best be explained in a separate chapter. The 
problem of analyzing the causes that underlie any such social movement 
and of estimating the relative importance of any one group of forces is an 
extremely difficult task, for the forces involved are manifold and almost 
inextricably interwoven. Furthermore, even if the proximate or immediate 
causes are clear, there still remains the question as to the deeper underlying 
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forces — the causes of the causes; and when these are traced back, they are 
found to spread out into all phases of social life. All hough no detailed 
analysis can be attempted here, an effort to suggest the chief factors in- 
volved will help both to explain the Revolution and to provide a better 
appreciation of the complexity of causal relationships in history. 

The Situation at the Close of the Seven Years’ War. Previous to 
1764, England had made no attempt to lax the colonics directly but had 
sought rather to regulate trade and commerce. The colonists occasionally 
had protested and frequently had evaded this regulation, but the general 
principle had been accepted, as in part justified by the burden of defense 
which was largely assumed by England. The peace of 1763 which swept 
the French from the continent removed the foreign menace that the colonies 
had always feared most, so English protection was less essential. At the 
same time Great Britain emerged from the war loaded with a vastly in- 
creased debt and great additions to her colonial empire, which only made 
the burden of its administration and defense the greater. Englishmen, who 
had been greatly outraged by the colonists’ disloyal sale of supplies to the 
French during the war and now faced much heavier taxes, insisted that the 
rapidly developing colonies should share at least a portion of the growing 
burden of defense. Furthermore, in 1760, (jeorge 111 had ascended the 
throne and, unlike his predecessors of the Hanoverian line, he was resolved 
to rule and soon succeeded in gathering a group of supporters to aid him 
in a more vigorous assertion of the dwindling prerogatives of the crown. 
These circumstances led to various measures designed to augment the 
revenues, tighten up the commercial ties that bound the Empire together, 
and generally increase the effectiveness of English control over the widely 
spreading dominions. A similar, but persuasive, effort to strengthen the 
Empire occurred after 1918. 

The American colonies, on the other hand, had shown little loyalty to 
the mother country or interest in the Empire. In fact they had been con- 
stantly wrangling among themselves, and such spirit of patriotism as 
existed was generally limited to each separate colony. But within each 
colony from its very founding Ihere had been an incessant struggle for 
greater freedom of self-government. Thus the new policy of England was 
diametrically opposed to the whole trend of colonial development and 
pioved so repugnant to the spirit of the colonists that revolt seemed prefer- 
able to submission. 

British Restrictions and Taxation. The first act of England to ai’ouse 
opposition in the colonies was the royal Proclamation of 1763 which forbade 
grants of land and settlement in the region west of the ridge of the Appa- 
lachian Mountains. Frontiersmen were just beginning to penetrate parts 
of this area, and a few land speculators were seeking large grants there. 
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Although one objective may have been to secure better control of the col- 
onists by keeping them east of the mountains, the chief purpose was to 
quiet the Indians, gradually acquire title to their lands, and then open up 
the section to settlement under orderly management, as is shown by the 
plans England was about to put into effect in 1775. 

The acquisition of this western land, including Canada, and the need for 
control of the Indians furnished a reason for the decision to keep a standing 
army of 10,000 men in the colonies. This with other provisions for defense 
of the American possessions was estimated to involve an annual outlay of 
£200,000 to £300,000, mostly to be spent in the colonies on the mainland. 
Taxation, to meet at least a portion of this expense, rather than regulation, 
was the main objective of the acts that followed. The Quartering Act, 
required a colony to furnish barracks and a few supplies for any troops 
stationed there and fell mainly on New York where headquarters was 
established. The Sugar Act of 1764 reduced the prohibitive duty of 6(/. a 
gallon on foreign molasses levied by the old Molasses Act to 3d. and, be- 
cause of the general evasion of the fonnei dut>, included measures to 
enforce its collection. The New i'mgland rum manufacturers insisted this 
would ruin them, though the importation of foreign rum was prohibited. 
Hie act also imposed heavy duties on wines from the Madeiras and the 
Azores not imported through England (for the bemefit of English mer- 
chants), and light duties on indigo (to protect the South Carolina output), 
coffee, wines, silks, and a few other goods; it added various products in- 
cluding whale oil, furs, iron, hides, skins, raw silk, potash, and pearlash to 
the list of enumerated commodities, and reduced the drawbacks allowed in 
England on goods reexported to the colonies. 

The vigorous measures for enforcing this law led to friction and acts of 
violence that caused much unrest. The act w as expected to yield about 
£25,000 annually from the duties collected in America, three-quarters 
coming from the duties on molasses and wines, plus £20,000 from the lower 
drawbacks in England, though this latter did not accrue to the colonial 
defense fund. As the revenue from this law provided but a small portion 
of the defense outlay, more funds were sought by the Stamp Act of 1765 
which required that stamps of varying amounts be affixed to a long list 
of papers such as legal documents, newspapers, pamphlets, and ship papers. 
The requirement that the stamps be paid for in specie was especially 
vexatious. It was expected to obtain between £60,000 and £100,000 from 
this source, possibly half coming from the West Indies.’ Although these 
taxes were similar to those imposed in England, the rates were generally 
lower. To understand the outburst of opposition that followed these 
measures, other conditions that aggravated the situation must be noted. 

Important among these was the economic depression which set in after 
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the peace of 1763. Such a period always generates social unrest and leads 
to demands for various measures of relief commonly accompanied by polit- 
ical agitation. The widespread reaction of such conditions on social history 
is as yet inadequately recognized but will be abundantly illustrated in the 
subsequent history of the country. 

Although this depression has not been thoroughly studied, it is fairly 
clear that the chief cause was the reaction from wartime conditions and 
the necessity for economic readjustment such as has followed every serious 
war in the country’s history. Prices had risen rapidly 1755-1762, but this 
was followed by a marked drop to the middle of 1765 and, after a moderate 
advance to the end of 1766, the decline continued till the low point was 
reached in the middle of 1769 (see the chart on page 140). Retirement of 
the wartime issues of paper money together wiJ^h the extension to all the 
colonies in 1764 of the British prohibition on new legal-tender issues con- 
tracted the circulating medium while the added taxes iinposc'd to meet the 
war debts aggravated the troubles. A corresponding depression in th(i West 
Indies and other regions with which the colonies traded only maeij matters 
worse. SulTering severely from the elfects of this depression, it was but 
natural that the colonists should react the more vigorously against the new 
taxes and restrictions imposed by (heat Britain. 

Another cause for restlessness and discontent which, because Cheat 
Britain was in no appreciable way responsible for it, has received too little 
attention was the growing feeling among the masses, particularly among 
the seaport artisans and laborers and the back-country farmers, that their 
interests were threatened by the dominance of the wealthy and more privi- 
leged classes in the colonial governments. As has been noted, large groups 
were deprived of the right to vote and of fair representation in most of 
the provincial assemblies. The local politicians, seeking to overthrow the 
control of the dominant classes, found ready support among these groups 
for any agitation that seemed likely to bring extensive changes, and they 
proved to be a most important factor in the revolutionary movement. 

We may now raise the questions: What groups or economic interests 
were appreciably injured by these various acts of England? Who led in the 
opposition aroused? What were the results? Doubtless all groups except 
the relatively self-sufficing rural farmers suffered more or less from the 
biisiness depression, though it was chiefly felt in the larger trading centers. 
The tobacco planters were particularly hard hit at this time. Next in im- 
portance, judging by the numbers affected, were the debtor classes who 
suffered from the combined effects of the drop in prices and the prohibition 
of legal-tender paper-money issues. The Proclamation of 1763, modified 
by the substitution of the Indian boundary line in 1768, hit only a very 
small though influential group interested in land speculalion; frontier 
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settlers tended to ignore it. The Stamp Act chiefly concerned lawyers, 
publishers, and traders, a powerful group in a strategic position to organize 
opposition. The Sugar Act hurt the traders, the small group of rum manu- 
facturers, and the consumers of some luxuries; besides it threatened to 
lower the prices of exports to the West Indies and check the inflow of specie 
from that source, thus spreading the losses to others. Doubtless the losses 
of most were due chiefly to the depression which was not caused, though 
somewhat aggravated, by the action of England, mainly by the restrictions 
on paper-money issues; only a relatively small group was appreciably 
alTected by the Sugar Act and the Stamp Act. 

Yet it was these acts, particularly the Stamp Act, the burden of which 
on the masses could not have been great since the estimahxl receipts were 
only between 15 and 20 cents per capita, that aroused the greatest outcry. 
The taxes involved immediately chiefly hit the well-to-do classes, the groups 
most influential in colonial afl’airs and best able lo organize, which doubtless 
helps to explain why these acts became the center of attack. Furthermore, 
the Sugar Act imposed duties for which, at least in form, there was ample 
precedent; in spirit it marked a radical shift in policy from regulation of 
trade to taxation. The Stamp Act was obviously an internal tax imposed 
from without and so contrary to all precedent — an innovation which, if 
accepted, opened the way to still further exactions. These facts made the 
Stamp Act the strat(^gic object of attack against which the organized groups 
could most easily rally the masses, whose sufl’ering and discontent were 
chiefly caused, though only half understood, by other conditions. The 
ignorance of the masses as to the real causes in the complex operation of 
economic forces from which they suffer, especially in times of depression, 
and as to the proper remedies therefor has been used throughout history 
in manifold and devious ways to further the purposes of special groups. 
Sometimes the results have been beneficial and sometimes harmful. 

The Reaction in the Colonies. While the Sugar Act led to vigorous 
protests by the Northern merchants and riirn distillers who were most 
affected by it, the Stamp Act hit all the colonies and was chiefly signiflcanl 
because it led them to unite in concerted action for the common cause. 
This first took the form of an economic boycott of British goods by the 
nonimportation agreements entered into by the merchants of Massachu- 
setts, Rhode Island, New York, and Pennsylvania in 1765, later supple- 
mented by the organization of groups called “Sons of Liberty” who agreed 
not to use such goods. The power of the boycott was greatly increased by 
the effects of the depression which cut consumer purchasing power and 
left the merchants with siurplus stocks. In October of that year representa- 
tives of nine colonies assembled in New York in the Stamp Congress which 
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protested against the taxation without representation imposed by the 
Stamp Act and asked relief from the duties of the Sugar Act. 

These measures proved effective. Parliament, astounded by the uproar 
and importuned by the British merchants who saw their most valuable 
colonial market vanishing and their colonial debtors unable to pay their 
debts, repealed the Stamp Act in March, 1766. Soon the Sugar Act was 
modified. The most important changes cut the obnoxious duty of 3d. a 
gallon on foreign molasses to Id., but this was now levied on all molasses, 
thus making it a duty for revenue rather than one to regulate trade for 
the benefit of the British West Indian planters; also, the direct export of 
all commodities to ports of the Continent north of Cape Finisterre was 
prohibited. Great rejoicing followed in the colonies, not only because of 
the relief thus afforded, but also because of the growing power that the 
success of their concerted efforts demonstrated. 

The Townshend Acts and the Second Nonimporlalion Agree- 
ment. A change in the ministry in England late in 1766 led to a renewed 
effort to tax the colonies and enforce their obedienct^. In 1767 Parliament 
passed the four Townshend Acts providing for a stricter enforc(*ment of 
the revenue laws including a new authorization of writs of assistance, sus- 
pending the New York assembly for not having complied with the Quarter- 
ing Act, and levying new duties on tea, glass, lead, painters’ colors, and 
paper imported into the colonies. The added tax burden was slight and in 
the case of the most obnoxious item, the 3d. a pound duty on tea, was more 
than olfset by the remission of the duty paid when the tea was imported 
into blngland. This made it possible, fi)r the time being, to reduce the price 
in the colonies; but that hurt the smugglers who found it harder to undersell 
the legally imported tea. More serious in its implications than the duties 
was the provision wher('by the revenue could be used to pay the salaries of 
colonial governors and ulher officials, for this would undermine the hold 
on them possessed by the assemblies through control of the purse. 

There followed a second movement to secure relief by organizing a boy- 
cott on the use of British goods. The initial impulse came in the fall of 1767 
from a series of New England town meetings led by Boston which sought 
to discourage the use of imported goods and to stimulate domestic manu- 
factures; but by the spring of 1768 it was clear that this was too ineffective 
and a general nonimportation agreement among the merchants was needed. 
The united action required, however, was by no means easy to obtain. 
After the Philadelphia merchants had refused to join those of Boston and 
New York, the former, in August, 1768, decided to proceed independently. 
New York promptly followed the example, but it was 6 months before 
Philadelphia could be persuaded to do likewise. The rest of the Northern 
colonies, except New Hampshire which was then more {)rosperous than 
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the others, followed suit, though it required the threat of a boycott by the 
rest before the merchants of Newport could be brought into line. In the 
South, the merchants and factors dominated by the English opposed the 
move, but the radicals and debt-burdened planters joined in the spring 
and summer of 1769. 

Though many of the nonimportation agreements did not go into effect 
until considerably after the first of 1769, the English exports to the colonies 
for that year showed a marked decline as compared with 1768. In New 
England and Pennsylvania it was over one-half and in New York nearly 
six-sevenths. In the South, however, where the initiative in shipments was 
largely in the hands of British exporters, there was an actual increase. 

Though the reaction of this loss of trade by England was mitigated by 
other favorable events, the British government, which underwent another 
change in the ministry in 1770 enabling the king to surround himself with 
ministers of his own liking headed by I^ord North, deemed it desirable to 
quiet the rising discontent in the c('lonies. Also, it was pointed out that the 
Townshend duties, except that on tea, were chieily on English manufac- 
tures and tended to stimulate colonial industries. Consequently, in April, 
1770, the Townshend duties were repealed, except for the duty on tea; 
that was retained because it was not an English product and, as the king 
wrote Lord North, “I am clear there must always be one tax to keep up 
I he right.” This detemiination “to keep up the right,” as exemplified by 
the duty on tea, proved fraught with momentous consequences. 

Again the colonies had won much of the relief specifically demanded, 
except for the repeal of the duty on tea. In addition. New York was allowed 
to issue £120,000 of legal-tender paper money. When the news of these 
actions arrived in May, 1770, the colonists faced the question whether the 
nonimportation agreements should be kept up to secure further concessions. 
Meanwhile, in 1769, the East India Company had raised the price of tea 
so that smuggling from Holland was once more profitable and Channing 
has estimated that nine-tenths of the tea was being imported without 
paying the duty. By this time, also, the worst of the depression was over; 
recovery was on the way; the merchants’ stock of foreign goods had become 
seriously depleted and prices were rising. The more radical leaders and the 
Boston merchants favored continuing the general nonimportation agree- 
ments, but the merchants of New York in July, 1770, refused to do so, 
except in the case of tea and other dutiable articles, and in September 
their example was followed by the Philadelphia merchants. When news 
of this break in the line reached the other colonies, they were unwilling to 
meet the sacrifices involved in continuing the plan and before the end of 
the year goods from England, except the dutiable articles, were being 
ordered in all the colonies. 
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There followed 2 years of comparative political quiet during which prices 
rose substantially, and fairly prosperous business conditions helped to 
allay the unrest engendered by the depression which passed away after 
1769. The merchants, having seen the dangers to property, law, and order 
that followed the previous organization and excitement of the masses, were 
more than ever anxious to let sleeping dogs lie. Under such conditions, the 
more radical politicians, unable to secure active support from the mer- 
chants, found it difficult to stir up the people now basking under the 
sunshine of prosperity. Some grievances still remained, but they seemed 
lass burdensome under the altered conditions. The customs revenue col- 
lected by Great Britain in the colonies, according to Uhanning’s estimate, 
had risen from about £2,000 a year costing nearly £8,000 to collect in the 
period just before 1764 to around £30,000 yearly costing £13,000 to collect 
in the period 1768 to 1774; but the added direct burden involval — less 
than 10 cents per capita — was insignificant. The prohibit ion of legal- tender 
paper-money issues still caused complaints and Maryland put out an issue 
without the legal-tender quality. The stricter enforcement the laws 
controlling trade brought continued protests from the merchants, bhigland 
still maintained the principle that she had a right to tax the colonies, 
against which the peofile had risen; but she had withdrawn so much of I he 
legislation designed to apply it that a general willingness to drop the dispute 
over the principle involved seemed to prevail, except among the radical 
agitators. 

After more than 2 years of comparative calm, a new^ move on the part 
of England, unrelated to colonial taxation but having totally unexpected 
consequences, caused the politicians and some of the merchants to join in 
another organized effort to arouse the people to a series of acts which, in 
conjunction with the stern measures of repression and retaliation on the 
part of England and several outbreaks of violence in the colonies, soon led 
to open revolt. 

Tea and the Intolerable Acts. By a strange fatality, the trouble arose 
over tea, the duty on which had been retained chiefly for the sake of the 
principle involved. Thenceforth this large principle, not merely of taxation 
without representation but of still greater freedom of self-government, came 
more and more clearly into view, not simply as a rallying cry to secure unity 
of action in the demand for relief from vexing regulations and taxes, but 
as the real and fundamental issue involved. 

It happened that, just at this time, the British East India Company, 
with a large stock of tea on hand, faced bankruptcy. In 1772, an act pro- 
vided for a remission of only three-fifths of the duty paid in England on re- 
export of tea to the colonies, which was to the advantage of the smugglers 
and so reduced company sales. To aid the company, Parliament in May, 
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1773, again granted a remission of the whole English duty, though still 
retaining the 3d. duty levied in the colonies, and also allowed the company 
to have its own agents to sell the tea in the colonies instead of selling it to 
independent merchants through company auctions in London. This act 
thus not only threatened the business of the legitimate tea merchants in 
the colonies but also, by reducing the price of tea, that of the smugglers. 
Furthermore, the act tended to create a monopoly — parlicularly abhorrent 
to the liberty-loving colonists — and it was felt that, even if it did tem- 
porarily reduce the price of tea, the company would soon raise it; worse yet, 
the monopoly might be extended to still other commodities. 

Their business thus threatened, the merchants were again aroused to 
action, though with greater misgivings them formerly lest they prove unable 
to restrain mob violence, and once more they joined the radical leaders of 
the artisans and laborers to organize an economic boycott such as had 
been so successful twice before. Meanwhile other events had aided the 
radicals to awaken the people less interested in trading profits against acts 
subversive of their liberties. The presence of J^ritish soldiers in the cities 
was a constant source of irritation and such an event as the Boston Mas- 
sacre of 1770 or the action leading to the burning of the British naval 
vessel “Gaspee” in L772 created an ill feeling that was not soon forgotten 
by the populace. The news received in September, 1772, that customs 
receipts would be used to pay judges’ salaries impelled Sam Adams to 
stir up town meetings to protests of alarm and again to organize committees 
of correspondence to facilitate agitation and united action. Thus, when, in 
1773, the course of events brought to the more radical leaders the cautious 
support of many of the merchant class, those leaders found themselves in a 
stronger position than ever to work for the greater freedom of self-govern- 
ment which they held forth as their main objective. 

Late in the autumn, the company’s tea began to arrive. At Charleston 
it was landed, but its sale was not permitted; at New York and Philadelphia 
it was sent back to England before landing; at Boston, where the governor 
insisted that it be landed, the Tea Party effectively settled the <|ueslion by 
boarding the ship and dumping the tea into the harbor. The king and Parlia- 
ment, outraged at this mockery of their authority, promptly adopted force- 
ful measures in the form of the so-called five “intolerable Acts” to punish 
the offending colony, secure reparation, and enforce obedience. The port 
of Boston was closed to all except coastwise trade in a few necessities, 
effective June 1, 1774, till reparation for the tea, estimated at £15,000, had 
been made and proper submission was shown; the governor of Massachu- 
setts was given increased powers and his consent required for the calling 
of town meetings; a new Quartering Act was passed requiring the supplying 
of barracks wherever desired, and more troops were sent to Boston. A 
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fourth act permitted the trial of British officials accused of violence in 
enforcing the law in Massachusetts to be removed to England. Finally, the 
Quebec Act, though in origin it had little connection with the four punitive 
laws, annexed the region north of the Ohio and east of the Mississippi to 
Quebec, centralized the government of that province, and, in accord with 
treaty promises, allowed the French Catholics freedom of worship. This 
alarmed the colonies having claims to western lands as well as those who 
were active supporters of the Protestant faith. It should also be noted that 
opposition to England on religious grounds was widespread among the 
dissenting sects who feared efforts being made to increase the power of the 
Anglican Church. 

The Colonists’ Reaction and the Declaration of Independence. 
The punitive acts at once brought generous gifts of provisions from the 
other colonies to Boston, where trade was ruined and a large group of 
unemployed were in distress. Far more important was the outburst of 
indignation and alarm at the attacks upon their liberties that the colonists 
saw in these measures. These attacks clearly involved political prim;ii>les 
that concerned all, rather than taxes or trade regulations chiefly affecting 
small groups; against such infractions of the liberties that they had so long 
fought to maintain, all could unite. From this time on, the issue of relief 
from specific acts of economic oppression played a subordinate role and 
became merged in the broader demands for liberty and self-government 
designed to assure political and religious as well as economic freedom, which 
now became the real issue in the minds of all. Recognizing this, the more 
conservative merchants withdrew from or actively opposed the movement 
toward revolt; others joined to moderate it; still others gave it whole- 
hearted support. But the actual direction of affairs fell increasingly into 
the hands of the radical leaders, backed by a steadily growing, though never 
a major, proportion of the masses whose emotions were insistently played 
upon by active propaganda. 

To put pressure on hmgland a new and more comprehensive economic 
boycott was proposed and, to obtain the unity of action essential to success, 
the First Continental Congress was assembled in September, 1774. Among 
the fifty-six delegates, representing every colony but Georgia, most were 
lawyers and, although the agricultural interests were well represented, 
iiiiere were only eleven merchants. Though not ready to make a break with 
England, the Congress drew up a Declaration of Rights and, to enforce a 
boycott, prepared a plan for a Continental Association. 

Substantially the bcjycott involved an agreement not to import, pur- 
chase, or consume after Dec. 1, 1774, any British goods, or dutiable prod- 
ucts, or slaves, and not to export any goods except rice after Sept. 10, 1775, 
to Great Britain or the British West Indies. Also extravagant expenditure 
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was to be discouraged and domestic prcKluction to replace imports aided. 
The action demanded of England as a prerequisite to withdrawing the 
boycott was stated in detail; it is significant that, practically, it amounted 
to a return to the conditions existing before 1763. 

The Continental Association was approved by all the colonies except 
Georgia, though not without opposition from loyalist and mercantile 
groups. Although it lacked proper legal authority, thmoughgoing plans to 
enforce it were made. They were carried out with no small measure of 
personal violence and destruction of property and so effectively that the 
imports from Great Britain fell from £2,600,000 in 1774 to £200,000 in 

1775. West Indian planters joined British manufacturers and merchants 
in appealing to Parliament for relief; Pitt and Burke counseled conciliation; 
but George III and Lord North were obdurate while Parliament, antag- 
onized by this challenge of its authority, was subservient to their wishes. 

As a result. New England was forbidden to trade with any part of the 
world except Great Britain and the British West Indies, a prohibition soon 
extended to all the other colonies except New York, Delaware, North 
Carolina, and Georgia where the radicals were less dominant. But, before 
news of this action arrived, British soldiers had come into conflict wdth the 
colonial militia at Lexington and Concord where on Apr. 19, 1775, was 
“fired the shot heard round the world.” Events then followed rapidly. The 
Second Continental Congress assembled in May, assumed functions of 
government, and proceeded to raise an army. When the nonimportation 
and nonexportation agreements were found injurious. Congress in April, 

1776, opened the ports to all trade except that with Great Britain. Mean- 
while Parliament forbade the colonies to trade with any part of the world, 
and the king declared that they were in revolt. To this they replied with the 
Declaration of Independence. 

Summary of the More Immediate Causes. The preceding narrati\e 
devoted to the causes of friction doubtless tends to give an exaggerated 
impression of the extent to which most of the colonists were appreciably 
affected economically by the events of this period. Settlers along the frontier 
heard little of the clamor and were almost untouched by the economic 
reactions. The large percentage of the people engaged in agriculture and 
living under an essentially local economy were concerned only as the 
market for the few products they sold was affected. The smaller groups 
living in the coastal trading centers together with those in the surrounding 
agricultural regions largely contributing to their trade and specializing in 
the staple exports felt the brunt of the economic disturbances and the losses 
involved. It may well be surmised that, even among these groups, most 
suffered far more from the effects of the postwar depression than from the 
new burdens imposed by England. 
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Particularly important was the fact that in most colonies these places 
were the centers of public opinion, wealth, and political power. Enjoying a 
position of leadership, these groups were able, when their particular inter- 
ests were threatened, to exercise an influence quite out of proportion to 
their numbers among the colonists, at least during most of the period and 
before the greater portion of the populace, whose economic interests were 
far less affected, had become aroused over the fundamental issues con- 
cerning political rights which the struggle eventually brought to the front. 

Proximately the struggle originated in the problems of the economic and 
political organization of the expanding British Empire. These led to a 
series of measures affecting the economic interests of a relatively small but 
very influential group in the colonies. Though the direct economic burden 
imposed was not great, the colonists, often confusing its effects with those 
of the depression, not only exaggerated it but feared it would be increased, 
and of course acted on this belief. Seeking relief, these groups joined torces 
with the more radical politicians, many of whom were concerned chiefly 
in undermining the political power of small groups that dominated most 
of the colonial governments. These politicians easily worked upon the 
growing discontent among the masses: the artisans, laborers, and back- 
country farmers who felt that they were oppressed by (hese wealthy priv- 
ileged classes and whose support gave the strength of numbers that was 
needed. During these years of struggle, there was evolved the organization 
required to secure greater unity of action, while the successes met with in 
securing concessions from England made the colonists conscious of their 
growing power. Thus, when in 1773 the merchants, the debt-burdened 
planters, and the politicians again joined to enforce a boycott the results 
of which led to measures that threatened the liberties of all, the economic 
issues became merged in the broader issue of freedom of self-government 
in support of which the populace who rallied round the leaders were pre- 
pared to face the supreme sacrifice involved in war. 

The active supporters of revolt were a minority group — perhaps not 
much more than a third of the free inhabitants — and the proportion of 
those more or less actively opposed was nearly as large. As far as numbers 
were concerned, the former group was chiefly made up of artisans, laborers, 
and back-country farmers; ^ classes whose economic interests were less 
fitifected than most, except for the prohibition of paper money, by British 
restrictions and taxation. But they were an independent, liberty-loving 
group. The class most seriously affected by the regulation of trade, the 
Northern merchants, generally opposed revolt, though there were many 
exceptions, particularly among the smugglers. Among the most active 

* The back-country farmers also provided some Tories, notably the Scotch in North 
Carolina and a substantial group in New York. 
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leaders, both north and south, were the politicians; and they sought, in 
provincial as well as in imperial control, greater democracy and freedom in 
self-government. 

The More Fundamental Causes. After alh this summary of the more 
immediate and proximate causes of the Revolution tells but a portion of 
the story and explains only some of the factors entering into the problem — 
perhaps the least important in any fundamental analysis. Back of this 
decade of rapidly moving events lay some 150 years of colonial develop- 
ment, to say nothing of English traditions and history. In the conditions 
that surrounded the colonists during that period, as coiiuasted with those 
in England, are to be found the more fundamental causes of the Revolu- 
tion, since it was those conditions that helped to develop in the people that 
spirit of freedom and liberty which surpassed the ideals prevalent in the 
mother country. Those conditions were innumerable and, though their 
reactions were cumulative in effect, they^ wt^re inextricaldy interwoven. 

Only a few of the most significant conditions ven be noted: (1) Most of 
those who migrated to the colonies were seeking ireedom from religious, 
political, and economic oppression; they were from the start a selected 
group of active, ambitious, liberty-loving people. (2) The economic condi- 
tions in the colonies, combining an abundance of land, a vscarcity of labor, a 
scattered population, and a relatively high degree of economic self-suffi- 
ciency among large groups, tended to increase th(4r economic freedom, to 
foster a spirit of individualism and private initiative, and lo make taxation 
particularly obnoxious. (3) The colonies had been established and developed 
largely through private initiative and enterprise, with little aid from the 
government except by way of defense, and for more than a century England 
had attached scant value to those on the mainland. These facts, combined 
with the great geographical distance and the resulting difliculties of com- 
munication and control, had led to a policy of “salutary neglect” under 
which the colonies, through a constant struggle, which increased their 
sensitiveness to encroachments on their liberties in any form whatever, 
had attained a high degree of local autonomy in their government, any 
curtailment of which was certain to be bitterly opposed. 

This complex of conditions psychological, religious, economic, geographic, 
and political had developed in the course of 150 years a spirit of individual- 
ism and a love of liberty much more ardent than existed in the mother 
country; the social institutions and politic^al ideals were far in advance of 
those of Jilngland. Yet England, under mistaken guidance at this critical 
juncture, chose to adopt a policy of even stricter control. Tliese diverging 
tendencies, once the colonies had grown to a position of strength and 
attained unity of action, made a conflict inevitable. Whether it started 
over economic, religious, or political oppression was a question of forluiloiis 
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circumstances. It simply happened to be economic issues over which the 
first trouble arose; before the decision to revolt, the issues broadened to 
include political rights in general. 

The only thing that could have averted the conflict was a change in 
imperial policy. This involved a recognition of the fact that eventually a 
powerful colony would prove a still stronger element in the might of empire, 
both politically and economically, if allowed greater liberty to develop its 
own economic, political, and social life under self-government. Also it 
involved a realization that the prerogatives so insistently upheld by a 
stubborn king and a blind, unrepresentative Parliament, though in prac- 
tice allowing the colonists greater self-government than was enjoyed by 
the people of England themselves, tended to weaken rat her than strengthen 
the fabric of empire. The following century saw I^lngland slowly abandon 
her mistaken position on both of these issues. But in 1775 such a colony 
was undreamed of; political foresight, the ability to read and acc(‘pt the 
lessons of history forecasting the insistently growing demand of the people 
of the world for greater liberty, economic, religious, and political, was 
lacking. England chose a diametrically opposite policy and revolt followed. 

In the last analysis, therefore, the American Revolution was but a new 
step in advance in the agelong struggle of mankind for greater freedom. 
Fundamentally, it involved the same issue that had wrested the iMagna 
Charta from King John, beheaded Charles I, and driven James II from 
the throne of England. For the next step the scene shifted to the colonies 
where the progeny of England, nurtured in the freedom of frontier life in a 
distant land, had developed ideals much more advanced than those of the 
mother country while, as is so frequently the case, the parent, set in her 
older ways, failed to understand the change that had taken place in her 
children or to sympathize with their more advanced ideals and aspirations. 

The attempt to exert parental authority taught the mol her country a 
lesson that was not forgotten, though only slowly accepted. The children 
also had a lesson to learn. For the same spirit of liberty that had led them 
to fight for independence and to establish the repui)lic soon threatened to 
destroy it. It was this same spirit of individualism, the same lack of a 
broad spirit of patriotism toward the Union that they had shown toward 
the Empire, which in succeeding years, lime and again, seemed likely to 
cKsrupt that Union and eventually plunged the nation into civil war. Thus 
this young people had still to learn the lesson — indeed may well be heedful 
of it yet — that freedom in a great democracy means something more than 
anarchy and that liberty for all is to be attained only by mutual self- 
restraint and self-sacrifice. 




Chapter XII 

ECONOMIC PROBLEMS OF THE REVOLUTION 


The Economic Problems of the War. War, if it is prolonged and 
serious, always necessitates extensive readjustments in the economic life 
of a country. There are three outstanding economic prf»>)lems that face a 
nation at such a time: (1) The foremost is the problem of securing and 
distributing the economic goods and services needed to carry on the war, 

(2) the problem of devising means to pay for these goods and services, 

(3) the problem of supplying the economic wants of the civilian population 
so as to minimize the suffering involved and check the rise of domestic 
unrest. Subsequently there arises (4) the problem of readjusting the war 
economy to peacetime conditions. For the time being the nation sets up 
one goal as its immediate and supreme objective — the winning of the war — 
instead of the many, varied, less definitely conceived and formulated 
objectives that exist in time (jf peace. All other interests then become 
subordinate to this single objective; to further its attainment even the 
sacrifice of life itself may be demanded by the slate and cheerfully offered 
by the citizen. 

Experience has shown that the individualistic, competitive industrial 
society, motivated and guided by the desire for private profit, upon which 
we so largely depend to supply oiu* ecoiioniii’ wants in time of peace, re- 
quires extensive modifications if the country's economic resources are to 
be conserved and (piickly mobilized so as to contribute the utmost possible 
toward winning a war. That system could not be suddenly and entirely 
cast aside on the outbreak of war; even were this possible, it would not be 
desirable. Still, it is necessary for the government to intervene in economic 
affairs far more extensively than in time of peace and, as the subsequent 
history will show, the growing mechanization of warfare greatly broadens 
the field where such intervention is needed. 

By bearing in mind the character of the three chief economic problems 
arising out of war together with the resources and organization available 
to the colonists for meeting these problems, we may obtain a clearer under- 
standing of the significance of the facts and the narrative of events, together 
with the lessons to be learned, to which we now turn. 

The Economic Resources and Organization of the Colonies for 
Carrying on War. The total population of the colonies, excluding the 
slaves, upon which they could draw for an army was something over 2 
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million. How many were actually in the regular army at one period or 
another is uncertain; probably the number was between 80,000 and 90,000, 
but at any one time it fluctuated between 7,000 and 30,000. The largest 
number under Washington’s immediate command at any given time was 
18,000; ordinarily his force was between 5,000 and 10,000 men. In addition 
there was the state militia which was called out for temporary local service 
as the occasion demanded. It became increasingly difficult for the states 
to keep enlistments up to the quotas requested by Congress, and the 
bounties offered for this purpose steadily rose. Most would enlist for only a 
brief period, and their reenlistment was very uncertain even in times of an 
emergency. 

The problem of providing food, clothing, and munitions for the troops 
was made difficult partly because of deficiencies in colonial production and 
partly because the economic and political organization then available' v/as 
so inadequate for the task. Though guns and ammunition were pro(<uced 
in the colonies, the supplies were totally insufficient for the needs of war. 
Nearly nine-tenths of the powder used till the clo^c of 1777 ljr,d lo be 
obtained from imports, and its scarcity seriously hampered the army. The 
supply of wool had never been sufficient for colonial needs, and army 
clothing, never adequately provided, had to be sought abr(»ad, some being 
obtained in a roundabout way even from Kngland. fkcept for a f<^w items 
such as salt and certain semitropical products like sugar, molasses, or tea, 
the supply of foodstuffs was abundant; the chief problem was to get it lo 
the army where and when it was needed. The difficulties here arose in 
part from the slow facilities for communication and the poor means avail- 
able for overland transportation upon which the couniry had to fall back, 
since the commonly used water route along the coast was generally c(an- 
inanded by the British navy. 

In addition there were the difficulties arising from the lack of a well- 
organized and powerful central government enjoying the unhesitating 
obedience and wholehearted cooperation of all the people. 1'he (’ontinental 
Congress, being the only body representative of the colonies as a whole, 
assumed general direction and control of affairs; but its methods were slow 
and cumbersome and its actual power was slight. It could try to borrow 
funds, but it could not levy taxes; it might implore the different states to 
impose taxes or to do this or that, but they did as they saw fit; it could 
discuss and plan, but when it came to action most matters still rested with 
the thirteen separate gijvernrnents that the states had erected to look after 
their own interests as well as the common cause. A willingness to make 
unstinted sacrifices for that common cause was by tk^ means universal 
among either the state governments or the people at large. Kach state 
seemed to fear that it might have to bear more than its share of the burden 
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or that (he liberties of its people might be endangered by the weak and 
impotent Congress tottering under burdens far beyond its power to sustain. 

Among the populace only a minority — possibly a third — were active 
supporters of the Revolution. The Tories made up nearly as large a pro- 
portion and included many men of wealth as well as the British officials; a 
substantial group, perhaps another third, remained indifferent to the 
struggle. Many sold supplies to the enemy for gold more willingly than to 
the Continental Congress for its paper promises of dubious value, and few 
relished the taxes or requisitions imposed by the states any better than the 
taxes that had been imposed by (ireat Britain. In fact, (he very conducl. 
of the war only too well exemplified the spirit of individualism and liberty 
that brought on the revolt. 

Great Britain’s Economic Resources and Organization. The ccni- 
trast between the resources and t)rganization of Great Britain and those 
of the colonies was marked. The population of Great Britain proper was 
around 9 million and she already had a fair-sized and well-disciplined army 
of .30,000. Tn addition, she was able to hire some 20,000 mercenary troops 
from Germany, to secure (he enlistment at one time or another of some 
50,000 Tories in the colonies, and to obtain the aid of various Indian tribes. 
Possessing the most powerful navy of the time, England could strike at a 
vulnerable point of the colonies, their extensive foreign and coastwise 
trade, for the small navy eventually built up by the colonists — made up 
of thirteen frigates and some thirty converted merchantmen plus the little 
navies of eleven states — was never able to do more than harass the British 
fleet or convoy merchant ships, though privateers look a heavy toll of 
British merchantmen. 

In the economic resources at her command, Great Britain was rich as 
compared with the colonies; she herself produced or could obtain from 
elsewhere all the supplies that were necessary and her credit was good. Her 
government was sufficiently strong and centralized so that, even if not 
particularly efficient, it gave her a decided advantage. At the start, prac- 
tically the whole country supported the war, though in the later years, as 
taxes rose and other opponents entered the conflict, increasing opposition 
to its continuance developed. In addition, England was able to count upon 
some assistance from the Tories in the colonies, though this did not prove 
particularly effective. Finally, the conflict being waged in the colonies, the 
ordinary economic life of England was not seriously disturbed, the loss of 
the colonial market being largely offset by tbe increased demand for war 
supplies both in England and on the Continent. 

On the other hand, the distance that separated England from the colonies 
and the slow means of communication helped to offset her advantages. 
Similarly, the scattered population and the essentially provincial organiza- 
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tion of economic life greatly increased the difficulties faced by England in 
trying to subdue the colonies. Although her navy could blockade the ports 
and, with the aid of a small army, occupy the chief cities Or even a consider- 
able portion of a state, this produced little effect on the more self-sufficing 
farmers or on the other states. Most of the colonists could continue at 
their usual activities and then quickly spring to arms at the approach of 
the enemy, only to disperse as soon as the danger had passed. Still, had 
England acted quickly and efficiently, throwing all her energy and superior 
resources into the contest from the start, the result might have been very 
different. But she had to watch France and failed to act decisively to take 
advantage of her opportunity, with the result that the colonies, despite 
their limited resources and weak organization, were enabled to continue 
the struggle, not without considerable success, until aid was forthcoming 
from outside sources. 

Outside Aid for the Colonics. The outside aid that was given the 
colonies was due primarily to the wish to hurt England rather than to a 
desire to help the colonies or to any admiration for the principles for which 
they fought. Though French philosophers might praise those principles 
and a few men like Lafayette fling themselves into the struggle for liberty, 
Louis XVI and his minister, Yergennes, saw in the colonial revolt only an 
opportunity to take revenge on France’s old rival, perchance to seciu’e a 
share of the colonies’ commerce, and to recover some of the losses suffered 
through the Seven Years’ War. From the first, France had secretly helped 
to supply the colonies with desperately needed guns and ammunition. 
Following the news of Burgoyne’s surrender, which gave hope of colonial 
success, France early in 1778 recognized the independence of the colonies 
and entered into treaties for a commercial and military alliance. Similar 
reasons led Spain in 1779 to declare war on England rather than to extend 
much direct aid to the colonies. In 1780 England declared war on Holland, 
which had joined the threatening Armed Neutrality, formed by the nations 
of northern Europe to protect their commerce, and had in various ways 
given indirect aid to the colonies. 

France at that time was the most powerful nation in Europe; her popula- 
tion was more than double that of Great Britain; her wealth much greater 
and, though her credit was already seriously strained, she was still able 
to lend considerable sums to the colonies. Moreover, she could provide 
them with nearly all the needed war supplies except woolen goods. Also 
she had a powerful navy, which had been rapidly built up since 1763, and 
could dispute England’s control of the sea. This was of the utmost impor- 
tance for it not only helped to open up the coastal waterway and the ocean 
to American shipping but aided the Americans and checked the British in 
the movement of troops and supplies. Washington’s statement in 1780 that 
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“a decisive naval superiority ... is the basis upon which every hope of 
success must ultimately depend” was borne out by the French naval 
operations preceding the surrender at Yorktown. In addition, French ports 
provided a convenient basis of operation for the raids on lilnglish commerce 
by American naval vessels and privateers. Thus, at the same time that the 
resources of the colonies were augmented by these various forms of French 
aid, England was compelled to divert her resources to light against France 
and later Spain and Holland in other parts of the world. 

Getting Supplies for the Colonial Army. Under these conditions 
how well were the troops provided with the necessary war sui)plies? Early 
in 1776 Deane was sent to France to secure cannon, arms, ammunition, 
and clothing for 25,000 men and before the year was over these supplies 
began to arrive, though the English captured a considerable portion. In 
addition to these things, there Has great need of salt, blankets, duck and 
sailcloth, lead, flint, tin, copper, medicines, and surgical instruments. 
Before long, means were devised fo** securing these either indirectly through 
the West Indies or directly from the Contiiicnt. Often the ships captured 
by privateers yielded cargoes that helped to alleviate the scarcity. As far 
as supplies not produced in siifli(‘ient quantity in the colonies were con- 
cerned, it would appeal’ that, except for woolen clothing, a fairly adequate 
amount was obtained from abroad, at least after 1777, by which time 
experience in developing new trade roulc^s and the aid of the French navy 
made evasion of the British blockade much easier. 

At the same time, the colonies made a great effort to increase their ow n 
output of the most needed supplies. Special attention was given to wool 
growing and to the search for saltpeter with which to make powder. The 
manufacture of iron, steel, guns, and clothing for army use was stimulated 
in various ways, while the cutting down of imports gave an impetus to the 
expansion of various craft and household industries to meet civilian needs. 
In the case of the two vital food products that were scarce in the colonies, 
salt and sugar, imports had to be relied upon almost entirely, though there 
was some increase in local salt production. 

The Distribution of Army Supplies. Throughout the war, the difli- 
culties incident to the acquisition and distribution of the supplies actually 
available proved the most serious problem as far as economic factors were 
concerned. The chief difliculties arose from the poor facilities for communi- 
cation and transportation, and the inefficiency of the governmental organi- 
zation in charge of the task. A voyage of a ship along the stormy coast might 
take weeks instead of days, even if the vessel escaped the ever-present 
danger of capture. When thrown back on overland transport, movement 
was certain to be slow, difficult, and costly. Good roads were few and far 
between and often became well-nigh impassable. Draft animals and wagons 
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were seldom available where needed and farmers were loath to part with 
them. It took 17 days for relays of express riders to carry the news of 
Bunker Hill to South Carolina. 

The problems of organizing a new government, setting up its administra- 
tive departments, and securing an efficient coordination of efforts between 
it and the thirteen state governments, most of which were also undergoing 
reorganization, proved to be an almost insuperable task. In July, 1776, the 
Continental Congress authorized a committee to draw up a plan for a 
confederation between the states. This delicate task with all the compromises 
involved necessitated prolonged discussion; more urgent matters led to 
continued delays so that it was not until the last of 1777 that the Articles 
of Confederation were finally agreed upon and referred to the states for 
ratification. It then required over 3 years more of negotiation and com- 
promising before the last state, Maryland, had ratified, in March, 1781. 
By that time the war was nearly over. In the meantime Congress exercised 
only such powers as the tacit consent of the stales permitted. It was little 
more than a committee where delegates of the thirteen states — often absent 
in such number as to prevent action — could discuss, plan, and make 
recommendations to the states?, each of which claimed independent sover- 
eignty and felt free to act as it saw fit on the requests of Congress. More- 
over, the Congress itself was always reluctant to delegate any of such few 
powers as it possessed to others, and its committees were constantly inter- 
fering in matters that might better have l)een left to the military authori- 
ties. Such lack of centralization of power, combined with state or personal 
jealousies and the fear that one state might have to make greater sacrifices 
than another, made it impossible to conserve, mobilize, and distribute the 
available military supplies without great delay, waste, and inefficiency. 

During the early years, army supplies were bought through the quarter- 
master and commissary departments set up by Congress, but the results 
often fell far short of what was needed. There was constant competitif)n 
with the states seeking supplies for the militia or for local civilian needs, 
as well as with those buying for the French and even the British army, 
while various state embargoes prevented the movement of goods to the 
places where they were most needed. When the depreciation of the Con- 
tinental paper money became so great that few would accept it in payment, 
Congress in desperation in the winter of 1779-1780 threw the burden of 
gathering and forwarding army supplies on the states, a system that 
Washington declared “the most uncertain, expensive, and injurious that 
could be devised,” and such chaos and suffering ensued that it had to be 
abandoned. Finally, early in 1781, after a more centralized organization 
was set up under Robert Morris who introduced the contract system, a 
marked improvement took place. 
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In view of the inefficiency of the government and the conflicts between 
selfish state or private interests, which could be only partly offset by the 
indomitable energy and patriotic self-sacrifice on the part of some, it is not- 
surprising that the needs of the army were often most inadequately sup- 
plied and that this fre(|uently threatened to result in serious disaster. 
Proper clothing was almost always lacking, and insuflicient supplies of 
food, fuel, soap, and medicines were common. 1lie suffering of the tr(K)ps 
at Valley Forge during the winter of 1777 1778 became notorious. Lafayette 
then said, “The unfortunate soldiers were in want of everything. They had 
neither coats nor hats nor shirts nor shoes. Their feet and legs froze till 
they grew black and it was often necessa v to amputate them.” In Feb- 
ruary, 4,000 were unfit for duty for iack ..if thes. A more efficient organi- 
zation wrought a marked imfirovement durii'g the following year, but as 
great if not greater suffering reoccurred in the winter of 1779-1780. In 
January, 1780, Washington wrote, “For a fojt night past the troops both 
oflicers and men have been almosi perishing for tv mt.” Naturally they were 
riotous and fell to robbing I he counrry people of food from sheer necessity. 
^yen later, though conditb'ns v iTe greatly improved after the first of 1781, 
there were occasions oi' marked distress. At Ihe battle of Eutaw some 
fought without clolhhi r, having pieces of moss lied on their shoulders and 
flanks to keep the musket, and cartridge box from galling. In July, 1782, 
General Greene reported that for over 2 months more than a third of his 
men were practically naked, having nothing bul a breechcloiit, and that 
they constantly suffered from a shortage of food. 

When, on lop of the physical suffering that such conditions involved, 
there was added fre(pient delay of the pay that rapidly dwindled in its 
purchasing powe*r, it is not surprising that men hesitated to enlist or re- 
enlist, that others deserted, and that threats of mutiny arose. That, in 
spite of all this, the general morale was so well maintained shows the spirit 
that was back of the llevolution. 

The Financing of the War. In no small measure, the difficulties that 
developed in securing war supplies had their origin in the second great 
economic problem of war — its financing — and the methods chosen in 
trying to solve that problem. The Continental Congress could borrow^ 
money, but having no power to levy taxes to pay its debts, its credit was 
soon impaired and its ability to borrow seriously circumscribed. During 
the war about $8 million was borrowed abroad, over three-quarters being 
obtained from France and the rest from Holland and Spain. France also 
advanced subsidies — practically a gift — of about $2 million. Most of this 
money was spent abroad for supplies, but a portion was used to pay interest 
on the debt in the hope of sustaining this form of credit, and a small amount 
was sent to the colonies in the shape of specie. 
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From domestic sources Congress succeeded in borrowing over $67 million, 
though the specie value amounted to less than $11 million. The different 
states, generally unsuccessful in their attempts to borrow abroad, raised 
about $25 million from domestic sources, according to Hamilton’s estimate. 
Congress also issued certificates of indebtedness in payment for army 
supplies or other purposes, the amount outstanding in 1790 being estimated 
by Hamilton at nearly $17 million. Borrowing from domestic sources was 
made difficult, partly because of the general scarcity of capital and the 
fact that so many men of wealth were Tories and partly because of the 
lack of any institution for mobilizing the credit resources such as is pro- 
vided by a modern banking system. It was to overcome the latter deficiency 
that Morris organized the Bank of North America in 1781 — the first modem 
bank in the country — based chiefly on a government subscription of 
$250,000 in specie obtained from a French loan, and during the rt^mainder 
of the war it greatly facilitated fiscal operations. Previously, appeals for 
loans had to be made to private individuals, especially to those furnishing 
supplies, and often men such as Washington or Morris had to use their 
personal funds or credit to obtain immediately needed goods. But the most 
serious obstacle to boiTowing was the impaired credit of both Congress and 
the states, partly because of the uncertainty as to the outcome of the 
conflict, but chiefly because of the inability of Congress and the unwilling- 
ness of the states to impose and collect the taxes nece^ssary to maintain their 
credit. 

Taxation during the Revolution. Taxes have always been peculiarly 
obnoxious to people. So in time of war, when so many additional sacrifices 
are called for, a government always hesitates to increase taxes for fear of 
arousing greater opposition to the war. In the colonies, moreover, there 
was an unusually strong dislike of taxes and protests against taxation by 
England were prominent among the proximate causes of the Revolution. 
Thus, the levying of heavy war taxes, however desirable, was hardly to be 
expected. 

The Continental Congress, having no power to levy taxes, could only 
apportion the sums that it needed among the states and request them to 
remit. The states were free to raise the money and to make any remittances 
as they saw fit. They also faced the problem of raising money to meet their 
own war expenses. Between November, 1777, and October, 1779, Congress 
requisitioned the states for $95 million in paper money but obtained barely 
half this amount, and the specie value of the sum received was less than 
$2 million. When, in 1780, because its paper money had so shrunk in pur- 
chasing power, Congress started to requisition the states for specific sup- 
plies, such as provisions, the system proved very wasteful and less than 
$1 million worth in specie value was obtained. There followed up to April, 
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1781, three requisitions for $10 million in specie, but less than $1.6 million 
was paid in, and succeeding requisitions up to the close of 1783 yielded a 
slightly smaller return. 

To obtain the funds needed to meet their own expenses and the requisi- 
tions of Congress, the states during the early years relied largely upon the 
sale of their notes or the issue of paper money and, failing to levy adequate 
taxes, rapidly undermined their credit. It was not until 1777 that any 
general movement to enact tax laws developed, but enforcement of collec- 
tions was extremely lax and, previous to 1781, actual receipts were small. 
The best financial records were made in New Englauu, New Jersey, and 
Maryland. Some of the states, sooner o’^ later, secured substantial sums 
from the confiscation of Tory prop^'rty 

The Issues of Paper Money. Under these circumstances, both the 
Continental Congress and the states fell back upon the easy and time- 
honored device, so common in r olonial timeL;. the issue of paper money. 
Massachusetts started the move nent in May, '' 775, with an issue to pay 
the soldiers, and the rest of the states so /H followed her example. Addi- 
tional issues were put out, as the neecls of each state seemed to dictate 
though, following the request of Congiess in 1778 that the flood be stopped, 
there was some letup only to be followed by a vastly greater outpouring 
in 1780-1781. By the end of the war, the total of the states’ issues had 
mounted to nearly $210 million. Of this total \irginia issued more than 
half and the two Carolinas nearly a third, mostly during 1780-1781; the 
amount put out 'by the rest was relatively small. Virginia and Georgia 
finally made their notes redeemable at 1,000 to 1 and North Carolina at 
800 to 1 ; the other states did much better, the ratio in most being between 
40 and 100 to 1. Some issues were redeemed at par. 

The issues of Continental currency by Congress even surpassed the 
total put out by the states, amounting in all to over $240 million. Starting 
in June, 1775, $6 million was put out before the close of the year, $19 
million the next year, and $13 million during 1777. After that year, the 
rapid decline in the purchasing power of this money necessitated much 
larger issues and $63 million was put out in 1778, followed by $140 million 
in 1779. By that time this money was practically worthless, and Congress 
had to devise new measures of relief. 

In March, 1780, in order to withdraw and cancel the outstanding issues. 
Congress requisitioned the states for $15 million for 13 months to be paid 
in Continental currency; under this law some $119 million was received 
and destroyed. At the same time provision was made for another issue, 
called “new tenor,” not to exceed one-twentieth of the old money turned in, 
and about $4 million was put out. Also, it was provided that the old issues 
should be accepted in place of silver at the ratio of 40 in paper to 1 in silver. 
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Such action was virtually a repudiation of its money debt and a confession 
of bankruptcy on the part of Congress. As Franklin said, “This currency 
as we manage it is a wonderful machine. It performs its Office when we 
issue it; it pays and clothes Troops and provides Victuals and Ammunition 
and when we are obliged to a Quantity excessive it pays itself off by 
Depreciation.” Eventually under the funding Act of 1790, the old Conti- 
nental money was accepted in exchange for new government bonds at the 
ratio of 100 to 1 and about $6 million of the $78 million then estimated to 
be still outstanding was thus redeemed; the remainder died an inglorious 
death in the hands of the holders. But the phrase “Not worth a Conti- 
nental” still survives to remind us of the outcome of this resort to paper 
money. 

Some Effects of the Paper-money Issues. As soon as the paper money 
started to depreciate, specie began to disappear from circulation and prices 
to rise. All sorts of measures were adopted to prevent depreciation and, 
although some doubtless slightly checked the decline in its value — often 
at the cost of other evils — they proved powerless in the long run bec'-ause 
of the unwillingness to levy adequate taxes. 

The scarcity of some commodities, owing to the cutting off of the usual 
sources of supply or to the abnormal war demand, was responsible for a rise 
in prices quite independent of the rise due to the depreciation of the cnir- 
rency. Also, as is usual at such times, there were hoarding and speculative 
buying which for the time being boosted pric^es still higher. As it was 
impossible to distinguish clearly between the advance in’price due to each 
cause, many insisted, at least in the earlier years, that speculative efforts 
to monopolize supplies were the chief cause of the high prices. This belief 
led to numerous state laws prohibiting the forestalling and engrossing of 
goods, which the governments were generally too weak to enforce effec- 
tively, and also was in part responsible for numerous state embargoes on 
the export of goods and efforts to fix prunes. 

To increase its general use and so check its depreciation. Congress asked 
the states to make the Continental money legal tender in payment of debts. 
Despite the injustice done to creditors as this money depreciated, the states 
complied with this request, and many passed laws forbidding people to ask 
higher prices for goods when payment was made in paper instead of in 
specie. People violating these laws were denounced as enemies of the 
country and often subjected to boycotts, fines, imprisonment, and actual 
violence. Such action only hastened the disappearance of specie, led people 
to withhold goods from the market, and failed to check the rise in paper- 
money prices. Therefore the next expedient was to try to fix those prices. 

As early as December, 1776, the four New England states held a conven- 
tion which drew up a tariff of maximum prices and wages. The effort failed 
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because not all the slates enforced it, and the prices jQxed overvalued the 
paper money, so goods were hoarded or sent to states where price fixing 
was not enforced. The resulting greater scarcity of goods in the enforcing 
states soon led them to abandon the measure. Inability to agree led to the 
failure of a similar convention among the middle states a little later. 
Following a recommendation of Congress, a convention of the New England 
states in January, 1778, drew up a new list of prices and wages fixed at a 
level about 75 per cent above the prices of 1774, but as only Connecticut 
tried to enforce the schedule the plan failed. When Congress next passed 
resolutions advising price fixing in November, 1779, the currency had so 
depreciated that it suggested a level no^ er twenty time? that of 1774, 
but by that time the paj^er was so .vo -tljless that the states felt that 

action was futile. Th» Massachusel Is Central C.ourt declared that the 
previous attempts hud “shut up our granaries, discomaged Husbandry 
and Commerce and starved our Sea l\)rts . . . created such a stagnation 
of Business and siu^h a WilhhoiJing of article.-, as has obliged the people 
to give up its measure or submit to starving.” 

At this periol, the states pealed their legal-tender laws, and by the 
close of 1780 the CoreinenU I paper praclicallv ceased to circulate. Thus 
trade was thrown bac < upon barter till specie came out of its hiding places, 
and the supply was autrmented by a large inflow l)rought in from the West 
Indies trade and by the military expenditures of the French and the British. 
Thus the legislation designed to prevent depreciation proved a dismal 
failure. As is so often the case, the lawmakers underestimated the power of 
the economic forces that they sought to control, and the weakness of the 
government made any prospect of success quite vain. 

Aside from the gross injustice in the distribution of the burden of war 
that followed from the failure to prevent inflation, there were other results 
that impeded the war effort. One result was to discourage enlistment or 
reenlistment in the army and to undermine the morale of the troops, A 
private received about $7 a month at the start, but by Way, 1778, this pay 
was worth only about $1.50 in specie. The pay was then raised, but depre- 
ciation was so rapid that by August, 1779, its specie value was barely a 
third of a dollar; so it went on, still another increase being more than offset 
by depreciation. When soldiers saw many civilians making large profits 
through trade or privateering while their own families suffered from want 
and their meager pay was often long overdue, it is not surprising that 
desertions and threats of mutiny developed or that steadily increasing 
bonuses had to be offered to secure enlistment. 

Another result, due chiefly to the decline in the government’s credit and 
the methods chosen to keep prices down, was to increase the difficulties in 
obtaining supplies for the army. The more patriotic might continue to sell 
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their supplies despite a loss, but others refused or sold to the Ikilish army 
or, when threatened with impressment of their goods, did their best to 
hide them; and the government was too weak to prevent it. 

A third result was the tendency to increase the cost of the war to the 
government. The great rise in prices under depreciation increased the 
amount of money or bills of credit that both Congress and the states had 
to put out to buy supplies. Although most of the paper money was prac- 
tically repudiated and the governments escaped this expense by shifting 
the loss to individuals, most of the bills of credit of Congress and the states 
were finally redeemed at par and the holders thus commonly received more 
in value than the governments had obtained when the bills were issued, in 
addition to impeding the war effort in these ways, the resort to depreciated 
paper money caused many unfortunate reactions upon the economic life 
of the civilian population, as will appear in what follows. 

Economic Life of the People during the Revolution. The third 
great economic problem of war — providing for the economic needs of the 
civilian population — was made much simpler than today, partly because 
warfare required so much less in the way of resources and partly because 
of the relative self-sufficiency of the economic order prevailing in large 
sections of the country, particularly in the rural districts. 

Except in the sections temporarily occupied by the armies or subject to 
Indian attacks, the activities of the interior agricultural regions went on 
much as usual. After 1776, the farmers of the New England states suffered 
little inconvenience, and in the South the rural population was left almost 
undisturbed until 1780. Along the frontier, sporadic Indian raids caused 
frequent alarm and some sections were abandoned, but the general effect 
was slight. The most serious dislocation threatened in the case of agriculture 
was the loss of the export trade in Southern staples and the foodstuffs of 
the middle states. Though the British occupation at one time or another 
of all the chief ports was a serious obstacle, it was still found possible to 
ship out considerable quantities of these products, while the armies in- 
creased the domestic demand for foodstuffs. Although the war afforded 
the debt-burdened planters a temporary respite from paying their English 
debts, many suffered heavy losses of their slaves. 

Much more serious than the dislocations in agriculture were those in 
foreign trade and the fisheries, though the number directly employed in 
these pursuits was relatively small. The New England fisheries came 
nearer to being ruined for the time being than any other important indus- 
try, while whaling almost ceased. The fishermen often joined the crews of 
privateers, and this opening attracted so many landsmen as to endanger 
enlistment quotas. Many merchants also diverted their ships to privateer- 
ing, in which pursuit large fortunes might be won or lost on a single voyage. 
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At the outset of the war, commerce was seriously disorganized through the 
loss of the direct trade with England and the British interference with the 
trade with other regions. By 1778, however, new routes seem to have been 
developed, either direct to the Continent or through the West Indies, that 
made possible a considerable trade. Certainly, numerous contemporai’y 
observers indicate that after 1778 the old commercial centers, Newport 
excepted, showed little signs of distress and often appeared very prosperous. 
Probably the heaviest losses in commerce fell upon the merchants who 
became Tories. In the latter years of the wai- especially, their property 
rights were often treated in a way that today would be unhesitatingly 
condemned. In the end nearly 100,000 of ihis group left the 'Country. After 
the war. Loyalists claimed property Ir ? , o: £10 million of Great Britain 
and were finally awardiul nearly a third of this sum. 

The Effects of Dcprecialed Paper on Civilian Economie Life. For a 
large portion of the people the difficulties urd derangements caused by 
depreciating money proved far laore serious la. n those due to the actual 
operations of war. When tliis money was made legal tender and debts were 
paid off in depreciated paper, ii was grossly unjust to the creditors. As a 
contemporary writer reid,^ 

He was reckoned the honest man who from priiK'iplo delayed to pay his debts. 
. . In many instance^, die earnings of a long life of eare and diligence were, in 

the space of a few years, reduced to a trifling sum. ... A hog or two would pay 
for a slave; a few eattk*. for a eomfortahle house*, and a good horse for an improved 
plantation. The dreams of the golden age were realizeel to the poor man and the 
debtor, but unfortunately what these gained was Just so much taken from the 
others. , . . Truth, honor, and justice were swept away by the overflowing deluge 
of legal iniquity. 

Another group that suffers in a period of inflation is that dependent upon 
wages and salaries, since their pay seldom rises so rapidly as prices and they 
are commonly forced to lower their standard of living. As previously noted, 
the Revolutionary soldiers’ families were thus affected, and other groups 
frequently complained of the rising cost of living. However, the suffering 
from this cause was greatly decreased by the fact that the proportion of 
hired employees in the total population was so very much smaller than in 
subsequent periods. 

Though depreciation injures some groups, it works to the advantage of 
others. Not only are debtors relieved but rising prices bring abnormal 
profits in many branches of industry and trade, which thus receive an 
artificial stimulus. Those thus making money easily are apt to spend it 

^Ramsay, David, “History of the American Revolution,” vol. II, p. 136, Phila- 
delphia, 1789. 
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freely while anybody possessing paper money will want to exchange it for 
goods as soon as possible, otherwise it may depreciate on his hands. Con- 
sequently, speculation and extravagance are promoted, and a superficial 
appearance of prosperity is created. 

Such conditions explain in part the basis for the contemporary statements 
concerning the luxurious expenditure and the evidences of prosperity that 
were observed during the Revolution. Franklin’s daughter, writing to her 
father from Philadelphia in 1779, declared “There was never so much 
pleasure and dressing going on” and asked him to send her some French 
finery. Washington, after visiting Philadelphia late in 1778, declared 
“That speculation, peculation and an insatiable thirst for riches seems to 
have got the bet I or of every other consideration and almost every order 
of man,” and 6 rncjnths later R. H. Lee wrote similarly. Jefferson deplored 
“the disposition to luxury” and in 1782 Pickering wrote that “the citizens 
in general of the United States indulge a luxury to which, before the war, 
they were strangers.” In 1780, Joseph Reed said, “The country not the 
immediate seat of either army is richer than when the war began.” Others 
commented similarly, for the losses that fell upon some were apt to be 
overlooked because of the attention attracted by the more spectacular 
prosperity that fell to the lot of others. Besides, the full effects of the orgy 
of depreciation were not fully realized until the return to specie and the 
subsequent depression with its widespread losses. 

Finally, it is to be noted that the steady depreciation of the paper money 
was really a tax on those who held it while it declined in value. Though re- 
sorted to largely because of the dislike of taxes, it did not enable the people 
as a whole to escape taxation; it only altered the method of imposing the 
burden and enabled some to gain at the expense of others. So far as the 
method adopted can be said to have fooled the people because they did 
not fully understand what was taking place, it lessened the opposition to 
carrying on the war; but the war burden instead of being distributed in a 
more equitable manner, as might have been done by systematic taxes, 
actually fell upon different groups so as to work the grossest injustice. 

It is sometimes urged that, since the government was weak and the people 
hated taxes, paper money was the best device available and therefore 
justifiable. To accept such reasoning is to assume an attitude toward 
economic problems that is fatalistic and subversive of social progress. To 
say that, because people are ignorant, shortsighted, or foolish, they will 
do unwise things may be an explanation of their action, but it hardly 
justifies approval of their igri(3rant procedure. The resort to a depreciating 
circulating medium during the Revolution increased the difficulties in 
waging the war, disorganized civilian economic life, and resulted in a most 
inequitable distribution of the cost of the war. Had the people foreseen all 
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these evils and realized lhat taxation in one form or another was inevitable, 
they might have acted more wisely. But these are among the lessons of 
history which, as the events of both World Wars indicate, the people have 
not thoroughly learned even today. 

The End of the War. Practically, the war came to an end after Corn- 
wallis’s surrender at Yorktown in October, ilTSl. In England growing 
opposition to the increasingly burdensome war and the king’s influence led 
to a defeat of the Tory ])arty, which had supported the king’s policy, and 
a Whig ministry came into power determined to arranee a peace. Although 
provisional terms of peac'e with England v/ere agreed upon in November, 
1782, the final treaty was not signed unl»'. September, 1788. The favorable 
terms of peace granted independence a’ ny making the Mississippi River 
down to West Florida the western boundar , secured to the country the 
rich trans-Allegheny legic^n. The navigation of the Mississippi was made 
free, but as Spain, who was give>\ back ^he two Floridas, controlled both 
banks of the river in Loui^nna, this later pr(>*. ^d a source of difliculty. 
The Lnited States was To? lunate to secure valuable fishing rights ofl' New- 
foundland and *'i the Gulf of vSl. Lawrence, but failed to obtain a treaty of 
commerce with England. It ' as also agreed that nothing should be done 
to obstruct the collec ion of debts contracted before the wai% and that 
Cf-ngress would recommend to the states the restoration of confiscated 
loyalist property. 

The total direct cost of the war to the United States has been estimated 
at between $100 and $140 million in specie value, a sum which in those days 
seemed very large, though before the end of the First World War the 
country was spending a larger amount every 2 (la>s. In additicjn, France is 
estimated to have spent $60 million for or in America directly and nearly 
$230 million in all, while the debt of Great Britain was increased over $500 
million. With independence allained at this heavy cost and Ihrough much 
sacrifice on the part of patriots, it remained to be seen how this newly won 
freedom could be made of advantage to the country. In the period that 
followed, the economic problems facing the people centered about the 
readjustment of their economic life to peacetime conditions under the new^ 
status of independence, and the organization of a framework of government 
adapted to promoting the economic and s(K*ial development of the country 
in accordance with the peofjle's ideals. 
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ECONOMIC CONDITIONS UNDER THE CONFED- 
ERATION AND THE ADOPTION OF THE 
CONSTITUTION, 1783- 1 789 


The Chief Economic Problems of the Period. The years from 1783 
to 1789 are frequently spoken of as the critical period in our history. The 
critical issue was whether the particular economic and other interests of the 
different states and the general spirit of individualism would so undermine 
the power of the central government that the country would degenerate 
into an impotent confederacy of sovereign states; or whethcT, through a 
spirit of cooperation and mutual sacrifice of special interests, furthered by a 
vision of the greater gain that eventually might accrue to all, these dis- 
integrating tendencies could be overcome and the people could agree to 
establish a central government sufficiently strong to promote the general 
welfare and to command the respect of the world. Portentous as the issue 
was for the future of the country, the decision often appeared to be hanging 
in the balance. In determining the outcome, economic conditions and forces 
played a vital part, and an appreciation of their influence is essential to an 
understanding of the Constitution under which the nation has been 
governed ever since. 

In its economic life the new nation faced two outstanding problems at 
this period. One was that of readjustment to peacetime conditions such as 
follows every protracted war but in this case was further complicated by 
the economic changes involved by the attainment of independence. The 
second problem included (1) the establishment of a form of government 
that would, among other things, be^t promote the economic development of 
the country and (2) the enactment of suitable legislation for furthering this 
objective. Before we describe how these problems were worked out, it is 
desirable to note various social changes produced by the Revolutionary 
movement. 

Some Social Changes of the Revolutionary Period. When the 
Articles of Confederation finally went into effect in March, 1781, they 
created a “perpetual union” and “league of friendship” among the thirteen 
states. Each state was given one vote in Congress. On many important 
matters the approval of nine states was required, and that of all states 
for any amendment. These provisions were designed to protect the small 
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states who believed that they were necessary to safeguard their interests 
and rights against the power of the larger states. This same fear of the large 
states had been responsible for delaying ratification of the Articles until 
the states with extensive claims to western lands had agreed to turn most 
of those lands over to the central government. The actual carrying out of 
these cessions was slow, but by 1786 all stales except the two Carolinas and 
Georgia had acted; Georgia delayed until 1802. Thus was established the 
public domain which was expected to prove a most valuable asset to the 
central government and, by giving the slates a greater interest in that 
government, to strengthen it by developing a stronger spirit of nationality. 
The legislation for the government and dispnsilion of this domain, to be 
described later, was one of the few ‘ .>r1ai t achievements of Congress 
during these years. ‘ 

Meanwhile the various states, except Rhode Island and Connecticut, 
were engaged in drawing up ne^v constitution > and passing new laws most 
of which, reflecting the Revoluj* unary spirit, . howed a marked tendency 
to provide for greater freedom and a more democratic form of government. 
The new constitutions vested more power in the popularly elected branches 
(>f* the government sckI granted representation much more nearly in pro- 
portion to the popui ition, thus meeting some of the demands of the pre- 
Revolu Lionary radicat groups. Although the franchise was generally broad- 
ened, properly qualifications were still retained and Catholics and Jews 
were excluded. In most states where the church had been supported by 
public taxes, it was disestablished and eventually a complete separation 
of church and state was secured, along with freedom of religious worship. 
Several states in time shifted their capitals to points in the interior, partly 
to escape influences dominant at the commercial seaports. The lands, 
ultimate title to which had formerly been vested in the crown or a pro- 
prietor, were taken over by the dilferent states; all quitrents were abolished 
as well as the system of primogeniture and entail, as being undemocratic 
in character. There was also a strong movement favoring the abolition of 
slavery; and in New England, but not until later in the middle states, 
measures were taken which either immediately or eventually ended that 
institution. 

For a great many individuals, the most important reaction of the Revo- 
lutionary period was the great shift in the distribution of wealth which 
events brought about. Between the effects of currency depreciation, the 
varying wartime reactions on different lines of business, and the losses- 
suffered by the Tories, many people of wealth lost heavily while others 
acquired riches. Though this is a common phenomenon of prolonged war, 
it is quite likely that, taking the country as a whole, the shift among the 
individuals who made up the wealthy class was greater than at any other 
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lime in the country’s history. Together with the other changes noted, this 
tended to promote a greater degree of economic as well as political freedom 
and democracy. 

Economic Changes Following Independence and the Return of 
Peace. To understand the immediate course of events in the years 1783- 
1789, it is essential to realize the changes wrought by the return of peace. 
The most important elfects arose from two sources. The first was the 
drop in prices and the subsequent business depression incident to deflation 
and thei return of peace. The secon^ was the attainment of indepeiidenc^e 
which put the country outside tlie British Mercantile System and necessi- 
tated extensive changes in shipping and foreign trade. 

The period of economic readjustment and business depression that has 
followed every prolonged war has been an important phenomenon in the 
country’s economic history. In the case of the Revolution, unlike later 
wars, the great drop in prices occurred before the war ended, as the depre- 
ciated paper had practically ceased to circulate by 1781. However, it took 
several years for the full effects of this drop, later augmented by the ending 
of wartime demand for goods, to work themselves out. People who had 
borrowed money when prices and wages were high — in many lines wages 
dropped from between $10 and $20 a day to 50 cents — saw little prospe(‘t 
of paying off their debts. Such conditions soon led to a widespread demand 
for a reduction or cancellation of debts or an issue of more paper money. 

Finally, the return of peace let in a flood of imports, notably British 
manufactures, which further depressed prices, drew much of the recently 
acquired specie out of the country, and threatened to exterminate many of 
the war-fostered manufacturing enterprises. The postwar depression seems 
to have been most acutely felt about 1785-1786, though prices in general 
continued a moderate decline until 1789. Starting in 1787, however, 
numerous signs of improvement in the general situation were observable. 

Foreign Commerce. Apparently many people believed that on attain- 
ing independence the country would continue to enjoy all the advantages 
enjoyed as British colonies under England’s Mercantile System and, at the 
same time, be free from all the restrictions of that system. Also it was 
assumed that other nations would offer valuable commercial concessions 
in an effort to secure more of the country’s trade. Underneath this was (he 
common belief that commerce could be rather easily controlled and diverted 
from nation to nation by mere legislative enactments — a belief still widely 
held and illustrating the popular tendency to exaggerate the power of legis- 
lation in economic affairs. These delusions were destined quickly to be 
dispelled. 

1. The Continental nations showed little eagerness to offer trade conces- 
sions to the United States. France and Spain now withdrew many of the 
favors accorded during the war and reverted to the old exc’.isive mercantile 
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policy. In 1784, however, France did open her chief West Indian ports to 
American goods, salt pork excepted, brought in American ships; but these 
ships could take only molasses and rum away, and the duties imposed were 
rather burdensome. Also, Spain allowed more freedom in the trade at 
Havana, and commerce with the Danish and Dutch West Indies remained 
unrestricted. Commercial treaties were made with Holland, Prussia, and 
Sweden; but, as Congress lacked power to control the commerce of the 
states, it could offer little, and hence could obtain little, in the way of 
concessions. 

2. Far more important was the attitude of Great Diltain, for it was with 
that country and her possessions that the colonies had always carried on 
most of their trade. In Parliament a(!vc'caled coi.cessions to ensure 

that the profitable American trade would be retained; others insisted this 
was unnecessary as conditions were such that the United States would 
find it most advantagexjus to trade with Britain in any case, an argument 
which, after this general i:)o]icy vas adopted, j'^oved substantially correct. 

Thus the old Navigation Laws were ^^ut into force against American 
trade and shipping, subject f<- such changes as the king in council might 
authorize. One of the vhief restrictions confined I he carrying trade between 
ihe British West Iiid'es and ihe United States to Jkitish ships, and another 
prohibited the import into the islands of any American sailed meat and 
fish, though that of lumber and breadstuffs was allowed. The shipbuilding 
industry lost an important market since American-built ships were no 
longer admitted to British registry, in the direcl trade with (ireat Britain, 
on the other hand, some valuable concessions were granted. American 
ships were allowed to bring American goods and without paying the addi- 
tional duty imposed when brought in foreign vessels. JVl an ufac lured prod- 
ucts, fish oil and whale excepted, were admitted at the same rates paid on 
like products from British possessions, and tobacco and rice, destined for 
reexport, and wood were admitted free. 

Although statistics on most branches of trade for this period are lacking, 
the official British figures indicate that the average annual value of the 
exports to Great Britain, 1784-1789, was some £900,000 or barely half 
the average for the 6 years before the Revolution. In part, this loss was 
offset by increased exports, especially of tobacco, direct to the Continent. 
Apparently a heavy loss in exports to the West Indies during the first years 
of peace was soon followed by a return to the level before 1775, the decline 
in shipments to the British islands being offset by an increase in those 
to the rest of the group. Most of the trade to Africa for slaves was lost, 
but these years witnessed the small beginnings of the very lucrative China 
trade. The New England fisheries appear to have regained their former 
size by 1790. 

In the import trade the chief changes resulting from the country being 
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no longer subject to the British Navigation Laws were rather less marked 
than in the export trade and consisted in the growth of imports direct from 
the Continent and from the non-British West Indies. The advantages of 
buying in England were reflected in the fact that the average annual im- 
ports from Great Britain for 1784-1789 were £2,888,643 or only one-seventh 
below that for the 6 years preceding 1775. The very heavy imports in the 
first 2 years of peace glutted the market, hit the war-developed American 
industries severely, and drained the country of about £1,500,000 in specie, 
thus aggravating the business depression. These difliculties, combined with 
the hope of forcing commercial concessions from other countries and the 
need for revenue, led to various attempts to regulate trade. 

The Regulation of Commerce. The desire of the colonies for greater 
freedom of trade had been a prominent factor in the Revolutionary move- 
ment. Furthermore, in Europe there was a rising school of thought opposed 
to the Mercantile System and demanding greater freedom of trade. In 
France the Physiocrats upheld such views and in England Adam Smith’s 
epoch-making “Inquiry into the Nature and Causes of th^ Wealth of 
Nations,” published in 1776, attacked mercantilistic regulation and ex- 
pounded the advantages of free trade. Such views found wide acceptance 
in the United Statens at this period among the country’s leading statesmen, 
Hamilton excepted. 

On the return of peace, nearly all the states, following the common prac- 
tice of the colonies, imposed import duties primarily designed to provide 
revenue rather than protection. But, beginning in 1784, a change in attitude 
developed; the influx of British manufactures, the business depression, and 
the failure to secure the anticipated trade concessions from other countries 
led to a reaction and a demand for duties that might provide some protec- 
tion and could be used to force concessions from foreign nations. Massa- 
chusetts increased duties in 1784, raised them still higher the next year, 
and in 1786 prohibited the importation of a considerable list of goods. New 
York and Pennsylvania along with some of the smaller states raised Iheir 
duties, though New Jersey and Delaware, having little foreign trade, 
showed slight interest in duties generally. The three southernmost states, 
having few manufactures, were content with revenue duties, while Mary- 
land, Virginia, and Georgia reverted to their earlier practice of levying 
export duties, that on tobacco being the most important. Distinctly pro- 
tective in character was the series of state acts imposing discriminatory 
tonnage and customs duties and designed to aid the shipbuilding industry 
and the merchant marine. Both these and the regular import duties were a 
cause of much friction and wrangling among the states. 

In 1784, Congress made another attempt to secure some power over 
foreign commerce from the states and asked the right to prohibit for 15 
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years the import or export of goods except in vessels owned by Americans 
or by subjects of foreign powers having a treaty of commerce with the 
United States. It was hoped thus to enact retaliatory measures which would 
force concessions from other countries, especially Great Britain. Unfor- 
tunately, just as with earlier requests of a like character, it proved impos- 
sible to get the states to agree upon any such grant of power. 

Agriculture and Manufactures. In the trying years of readjustment 
after 1783, agriculture, the main pursuit of nearly 90 per cent of the 
people, suffered from the decline in prices resulting from the loss of the 
abnormal wartime demand and the new restrictions on foreign trade as 
well as from the preceding deflation. I^)v'ever, the essentially local or 
regional economy that still prevailed ’ .la ly farming sections made the 
difficulties less serious than in other sections or in many other pursuits. The 
Southern plantations, lor whose staples there was a strong foreign demand, 
benefited by the return of peace, thou^rh some experienced difficulty in 
replacing lost slaves, and Ih#' los^ of the British bounty was a severe blow 
to the indigo growers. 

The manufacturing indiistri'*:» most hard hit were those which had sprung 
up to produce war nn.iiiition- or goods the importation of which had been 
interfered with by th< war. Ihe former, though only a rather small group, 
naturally suffered most since their market almost disappeared. The latter 
group had to face the deluge of British manufaclures that flooded the 
country on the return of peace and often sold at very low prices. In cases 
where the manufacture had been taken up as an addition to the household 
or plantation industries, as was common in the case of cloth, no hardship 
was involved in dropping this activity, but where considerable capital had 
been sunk in a new plant and machinery, the threatened loss was much 
more serious. It was chiefly from this latter type of enterprises that the 
demand for protection arose — a demand that was later to reappear after 
every serious war. At this period the duties granted were very moderate, 
commonly between 5 and 15 per cent, but additional aid was often provided 
by other means, like bounties or exemptions from taxation, such measures 
being fairly common after 1784. 

Paper-money Issues. The most popular and urgently advocated meas- 
ure of relief was the oft-tried panacea of cheap money in the form of new 
paper issues. The need for revenue to pay expenses and the new heavy 
debt obligations combined with the dislike of taxation supplied one motive 
for such issues, but the desire to pay off debts easily and to provide business 
with the stimulus of rising prices was the main basis for the popular clamor. 
Many issues were put out as loans to serve these purposes. At the same time, 
there was a demand for laws to postpone the payment of debts or even to 
cancel them. The fact that in those days people could be sent to prison for 
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nonpayment of an iiisigiiilicant debt and, once in prison, had little prospect 
of release unless somebody came to their rescue, greatly strengthened such 
demands. 

Though Rhode Island was the only New England state to resort to this 
device, it indulged in the worst abuses. People refusing to accept the paper 
were subject to heavy fines and the loss of their rights as freemen; as a 
result shops were closed, farmers refused to bring their produce to town 
for sale, and creditors fled from their debtors for fear of being paid in 
depreciated paper. To cap the climax the judges, who refused to uphold 
these laws, were summoned before the legislature and denounced for their 
decision, though eventually the unwise statutes were repealed. Such issues 
as were put out by other states generally depreciated, but it is significant 
that enough had been learned from sad experiences of the past so that the 
rest of the New England states along with Delaware, Maryland, and 
Virginia refused to authorize paper money. In New Hampshire a mob 
threatened the legislature because of such refusal, and in Massachusetts the 
paper-money party resorted to violence in Shays’ Rebellion, necei,sitating 
the raising of an army of 4,000 men to suppress it. 

This outbreak, reflecting the general restlessness, the desire for greater 
freedom and equality, and the impatience of all political and social re- 
straints that accompanied the Revolutionary movement, caused widespread 
alarm among the more thoughtful and conservative groups who felt it was 
indicative of tendencies that threatened to undermine some of the funda- 
mental institutions upon which the existing economic and social order was 
based. It thus gave a decided impetus to the movement to secure a stronger 
government. 

The Finances of the Confederation. Meanwhile Congress was strug- 
gling with the problem of finances, and conditions were going from bad to 
worse. In February, 1781, before the W8U’ was over. Congress had asked 
the states to give it power to levy a duty of 5 per cent on most imports to 
obtain desperately needed revenue. Within a year, every state except 
Rhode Island had consented; but that state feared that this would injure 
her commerce, endanger the liberties of her people, and tend to make 
Congress too powerful; so she refused her consent and, as unanimous 
approval was necessary, the plan failed. In 1783, Congress made a second 
request for power to levy certain duties and, after waiting for 3 years, the 
approval of every state but New York was obtained, though subject to 
varying conditions. As New York, fearing a loss of revenue, persisted in 
her refusal, nothing could be done. To what an extreme condition such 
selfish action was reducing the country is shown in the culminating disgrace 
of the period when, in 1783, a small body of soldiers, made mutinous from 
lack of pay, so threatened the impotent Congress that it fled from Phila- 
delphia, where scarcely a hand was lifted to protect il. 
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From 1781 to 1789, the condition of the Confederation’s finances grew 
steadily worse. The chief source of income came from the requisitions 
made on the states, but the states paid in less than a third of what was 
asked for. Less than $1 million was received from the sale of public lands, 
but, fortunately, loans of nearly $2.3 million were obtained in Holland. As 
receipts were totally inadequate to meet obligations, the arrears of unpaid 
interest on the debt increased by some $10 million. Clearly the Confedera- 
tion was headed toward bankruptcy unless a drastic financial reform could 
be secured. This weakness constituted the second outstanding defect in 
the existing government and together with the first — the lack of control 
over domestic and foreign commerce — exercised a vital influence in creating 
the demand for a change in the Articles of Confederation. 

The Movement for the Constitutional Convention. The situation 
of the Confederation was indeed desperate. Relieved from the pressure for 
action imposed by war. Congress became increasingly impotent and often 
lacked the (piorum necessary for action for weeks at a time, while the states, 
still self-centered and provincial in their oidiook, wrangled among them- 
selves oblivious to the urgent needs of the country. Well might Washington 
say. 

Experience has taught us that men will not adopt and carry into execution 
measures the best calculated for their own g<x)d, without the intervention of a 
coercive power. 1 do not conceive' we can exist long as a nation without having 
lodged somewh(Te a power, which will pervade the whole Union in as energetic a 
manner as the authority of the state governments extends over the several states. 

Immediately, the movement that led up to the calling of the Constitu- 
tional Ci)nvention of 1787 had its origin in the difficulties arising from lack 
of more centralized control over commerce. In 1785, Maryland and Vir- 
ginia, having long had trouble in controlling the commerce on the waters 
between them, drew up an agreement on the subject. It was then proposed 
to extend the plan, and all the states were invited to send delegates to a 
convention to.be held at Annapolis in September, 1786. Typically, when 
the time came, delegates appeared from only live states and, as little could 
be done, it was decided to call another convention to meet at Philadelphia 
in May, 1787, “to take into consideration the situation of the United 
States, to devise such further provisions as shall appear to them necessary 
to render the constitution of the federal government adequate to the 
exigencies of the Union. . . .” This helped to galvanize Congress into 
enough life to issue its own call for a convention to meet at the same time 
and place to revi.se the Articles of Confederation so as to ‘Tender the federal 
constitution adequate to the exigencies of government and the preservation 
of the union.” 

Among the forces back of the inovemenl that led to the C.onstitulional 
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Convention, those of an economic character played an extremely important 
part, though they were often bound up with political considerations as well. 
Although not all the economic ills of the years 1783 to 1787 were to be 
attributed to the form of government, it was in some ways fortunate that 
the economic depression came when it did, for it greatly stimulated the 
demand for a stronger government at a most critical period. Unquestion- 
ably the decentralized control, the insistence upon local autonomy, and 
the provincial outlook that prevailed under the Confederation with the 
resulting conflicts between the states threatened serious injury to the 
economic life of the country. Clearly a stronger central government could 
in numerous ways promote the economic development of the nation. More 
specifically, it could aid both domestic and foreign commerce, protect the 
infant manufacturing industries, further the opening up and orderly settle- 
ment of the western lands, better safeguard property rights in slaves, 
restore the government’s credit, thus benefiting its creditors and increasing 
its powers, and in general establish those conditions of law and order 
essential for the protection of private property and the mainteriance of 
social stability. 

It was therefore natural that the movement for the Constitution was 
most actively supported by such groups as the merchants, the manu- 
facturers, the slaveowners, the government (^editors, and those interested 
in western lands, who believed a stronger central government was desirable 
because it would promote either their own pecuniary interests or the general 
welfare or, as most doubtless felt, both. That any constitution, if it is to 
function properly, must reflect economic interests is obvious, since the 
promotion of the economic interests of a nation is one of the main pur})oses 
of government. If one agrees that the resulting Constitution, even if not 
perfect, was in general harmony with the best interests of the country as 
envisaged at the time, he can hardly hold that those favoring it, whatever 
their personal interests, should have acted otherwise than they did. 

Although th(^ movement represented a reaction, most marked among the 
conservative, property-owning classes, against the more extreme demands 
for freedom reflective of the revolutionary spirit, it must also be recognized 
as progressive in character. It was progressive because the greater power 
and centralization of control in government which the Constitution pro- 
vided were directly in line with the needs of the existing economic order 
and also with similar needs that were destined to grow as that economic 
order subsequently evolved. The way in which that evolving order was 
constantly creating new needs for increasing the powers of the Federal 
government at the expense of states’ rights is a point to be observed in the 
study of later periods. It may also be noted that basically the growing 
need for various types of international controls which the world faces today 
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is a problem essentially similar in its origins and character. In 1787 the 
really vital, and most of the more important, needs of the time were met 
by the Constitution, and it contained sufficient elements of elasticity so 
that it has continued to serve, even if not perfectly, the needs of the nation 
down to this day. 

The Constitutional Convention. The Constitutional Convention, 
which held its secret sessicjns from May until mid-September, 1787, had 
delegates from all the stales l>ut Rhtxle island, and these included most of 
the ablest statesmen of the country. As Beard says, “The specific task of the 
convention was to remedy a series of perfectly definite defects revealed in 
the experience of the t(^n years preceding,” and the proceedings were 
dominated by eminent common sense and practicality rather than by 
abstract political theories. Yet the problem faced involved devising not 
only remedies, but remedies that would meet sufficient approval to be 
adopted; otherwise the whole effort would be futile. 

To do this was exceedingly difficult, for there were many divergent 
opinions and conflicting interests to be reconciled. The small states feared 
the power of the large states; the commercial and shipping interests might 
run counter to the interests of the small farming and plantation classes; 
the slaveholders and nonslaveholders, the debtors and creditors, the poor 
and the rich, each saw visions of possible dangers against which they must 
be protected to secure their approval. To work out the needed compromises 
at a time when the whole economic, political, and social organization of the 
country was so [)rovin(;ial and decentralized and the ties of common inter- 
ests so much weaker than they have since become was doubly difficult. It 
required a clear vision of future developments, a tolerant attitude of com- 
promise, and a spirit of self-sacrifice for the common good. That in the 
end such traits dominated must appear little short of miraculous to one 
conversant with the spirit of the times; this meant more for the ultimate 
welfare of the country than can well be described. 

Economic Aspects of the Constitution. Since the defects in the 
Articles of Confederation arose largely from the lack of powers needed to 
promote the country’s economic development which, as previously noted, 
is one of the main functions of government, it was to be expected that the 
provisions of the new Constitution would be largely influenced by economic 
considerations. As Madison himself wrote in The Federalist, 

The diversity in the faculties of men, from which the rights of property originate, 
is not less an insuperable obstacle to a uniformity of interests. The protection of 
these faculties is the first object of government. ... A landed interest, a manu- 
facturing interest, a mercantile interest, a moneyed interest, with many lesser 
intere^its, grow up of necessity in civilized nations and divide them into different 
classes, actuated by different sentiments and views. The regulation of these various 
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and interferinj? interests forms the principal task of modern loffislation and involves 
the spirit of party and faction in the necessary and ordinary operations of the 
government. 

To understand the Constitution, which has ever since exercised a vital 
influence upon the country's economic life, it is e^ssential to appreciate the 
way in which its specific provisions were shaped by the economic conditions 
during both the colonial period and that of the Confederation and by the 
necessity for working out compromises of the various conflicting economic 
interests. 

The most serious defect in the Articles of Confederation was remedied 
under the Constitution by giving Congi’ess power “to lay and collect 
Taxes, Duties, Imposts and Excises, to pay the Debts and provide for the 
common Defense and general Welfare of the United States, but all Duties, 
Imposts and Excises shall be uniform throughout the United States. ’ All 
direct taxes were to be levied in proportion to the population as fixed by 
the census, but excluding untaxed Indians and counting slaves at three- 
fifths of their number, the same basis upon which representation in the 
House was apportioned. The population base for distributing direct taxes 
was considered favorable to the agricultural class which feared lhat any 
other base, such as wealth, would put the tax burden chiefly on those having 
landed property; also, as was shown by difficulties met with in trying to 
measure for other bases under the Confederation, population was easier 
to determine. The House of Representatives, since it was most closely in 
touch with the people, was granted the sole right to originate revenue laws, 
but as events proved, the power of the Senate to propose amendments gave 
it about equal influence over legislation. The power to levy taxes was of 
course the basis for maintaining the government’s credit, but that credit 
was strengthened by the requirement that the new government assume the 
valid debts of the Confederation. 

Lack of control over domestic and foreign commerce had been the next 
most serious weakness of the Confederation. This was now remedied by 
giving Congress the power “to regulate Commerce with foreign Nations, 
and among the several States, and with the Indian Tribes”; a power which, 
as later defined by the Supreme Court, was destined to prove of ever- 
growing importance. At the same time “no Preference shall be given by any 
Regulation of Commerce or Revenue to the Ports of one State over those 
of another; nor shall Vessels bound to, or from, one State be obliged to 
enter, clear, or pay Duties in another”; and the states were prohibited, 
without the consent of Congress, from levying duties on imports or exports, 
except where necessary for executing their inspection laws, and from levying 
tonnage duties. Thus substantial freedom of interstate commerce was 
assured. 
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The power to impose duties granted the Federal government under the 
tax clause obviously could be so employed as to regulate trade, but certain 
of such uses were prohibited. Import duties must be uniform throughout the 
country and no export duty or tax could be levied. The latter prohibition 
was due chiefly to the fear of the Southern states, particularly those growing 
tobacco which had previously made the chief use of this device, that such 
duties would be imposed on their staples. It was also provided that the 
importation of slaves was not to be prohibited before 1808; until then no 
import duty exceeding $10 a person was to be levied on them. This clause 
was to protect the rice and indigo planters of South Carolina and Georgia, 
for by this period the tobacco planters were becoming dubious as to the 
advantages of slave labor. These restrictions formed elements in the com- 
promise whereby the Northern mercantile and shipping interests won the 
abandonment of the proposed two-thirds vote requirement for the passage 
of navigation laws. The requirement of a two-thirds vote of the Senate for 
ratification of treaties, while designed to protect minority interests of all 
sorts, had the more immediate purpose of protecting New England’s inter- 
est in the fisheries and the South’s interest in the navigation of the Missis- 
sippi, both of which depended on treaty rights. Closely related to the pro- 
tection or development of commerce were the provisions which gave the 
Federal government the power to establish post offices and post roads, to 
fix the standard of weights and measures, and to enact uniform laws on 
bankruptcies. 

The unsatisfactory state of the circulating medium and the paper-money 
issues in particular had been a perennial source of trouble both during the 
colonial period and under the Confederation. The new Constitution gave 
Congress the sole power to coin money, regulate its value, and punish 
counterfeiters. The states were prohibited from coining money, emitting 
bills of credit, or making anything but gold and silver coin a legal tender 
in payment of debts. Congress was not specifically given the power to issue 
paper money, a proposal to that effect having been defeated. Whether it 
was believed that this power had not been granted or was instead implied 
in other powers, is not altogether clear, (hough the latter view was even- 
tually sustained by the Supreme Court in the case of the Civil War green- 
backs. Undoubtedly it was supposed that the iniquitous state issues had 
been eliminated; but, in an indirect way through the charter of state banks 
with the power to issue notes, they later returned to plague the country. 

Property rights were protected by a wide range of provisions for it was 
felt that many such rights were inadequately safeguarded under the Con- 
federation. Certain provisions related to specific forms of property: fugi- 
tive slaves on escaping to a free state were not to be freed but delivered 
to their owner on claim; copyright and patent laws were authorized to 
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promote literature, science, and the useful arts; no state could pass a law 
impairing the obligation of contracts; and Congress received the power to 
dispose of and make all needful rules and regulations respecting the terri- 
tory or other property of the United States. Citizens of each state should 
be entitled to all the privileges and immunities of citizens in the several 
states. Other provisions of a more general character, such as those for 
courts, the army and navy, protection against piracy, and the maintenance 
of law and order, served to protect property along with other rights. 

Finally, without stopping to indicate some of the minor economic in- 
fluences on other provisions, it is important to note certain features of the 
general frame of government, which were in part, determined by economic 
forces and were destined to exercise the greatest influence upon the later 
functioning of the government in its relations to the economic life of the 
country. (1) The fear of the small states lest their economic interests and 
general liberties should be endangered by the larger states was met by “the 
great compromise” under which each state secured equal representation 
in the Senate while population was the basis of representation in the House. 
(2) The Federal government was granted only such powers as were specif- 
ically or by implication delegated to it or denied to the stales, and all other 
powers remained with the states or the people. Though a specific provision 
to this effect was included among the first group of amendments, partly as a 
matter of caution, its spirit permeated the whole Constitution. The pro- 
vincialism, economic, political, and social, and the intense spirit of liberty 
inherited from colonial times led the states to refuse to grant to the Federal 
government any powers beyond thosi^ which previous experience had shown 
were absolutely essential for the common good. (3) The whole framework 
of government with its division of functions between the legislative, the 
executive, and the judicial branches, deriving from colonial and English 
institutions, combined with the elaborately worked out system of checks 
and balances, including the written Constitution at the top, interpreted by 
the Supreme Court; the powers of the President and the method for electing 
him; the arrangement of the different terms of office and systems for 
choosing Senators and Representatives; and the cautious provisions for 
amending the Constitution— all these and others reflected a fear of the power 
of majorities and an insistence upon protecting minority interests of any 
sort from their tyranny, a danger that the experiences during the Con- 
federation had made appear very real. The result was a government in 
which radical changes, although always possible if a sufficiently large num- 
ber could be convinced of their desirability, were likely to come slowly and 
only after much discussion; a government less quickly responsive to the 
momentary whims of the populace but more stable in its forward move- 
ments. 




CONDITIONS UNDER THE CONFEDERATION 


199 


Nothing affords stronger proof of the foresight and wisdom of the men 
who drew up the Constitution than the fact that it has survived to the 
present time with so few amendments, though aided by a broadening 
interpretation, in spite of the revolutionary changes in the economic and 
social life of the nation. That under such undreamed-of changes it should 
function to perfection is not to be expected; various ways in which it has 
tended to retard social progress will later become evident; but the surpris- 
ing thing is that, considering the period and the conditions under which 
it was drawn up, this bundle of compromises “exliacled from the grinding 
necessity of a reluctant nation,” as John Quincy \dams 'i«Ler characterized 
its origin, still functions as well as it does. 

The Ratification of the Constitution. 1 1 was provided that the ratifi- 
cation of the Constitution should be left to special state conventions and 
that the approval of nine statas should be sufficient for its adoption, thus 
ignoring the provision of the Articles of Confederation reciuiring unanimous 
approval of any amendment, since there was ne hope of securing such 
approval. That the approval of even nine slates ooulrl be obtained was 
extremely doubtful It ha^ been C‘*tiiiiated by Beard lhat about one-third 
of the adult males were disa’anchised and that only between one-fourth and 
one-fifth took part in th ? electii)n of delegates to the state conventions, 
possibly 160,000 in all of whom about 100,000 favored ratification. 

The study of the vote for the state conventions made by Libby well 
illustrates the sectional and class interests that were involved in the issue. 
The seaboard sections, especially the centers of wealth, commerce, and 
manufacturing, together with the tidewater plantation region and a small 
portion of the better settled parts of Kentucky and Tennessee interested 
in Western lands and Federal protection of trade down the Mississippi, 
generally favored ratification. On the other hand, the less densely settled 
rural sections occupied by the more self-sufficing farmers and the regions 
where the paper-money party had been strong were for the most part 
opposed. Even along the coast region and in the cities, there were influential 
men who feared the powers granted the central government and believed 
that in taking their stand with the opposition they were protecting their 
liberties. 

Though the opposition was relatively unorganized and scattered as 
compared with the groups favoring ratification, it required much propa- 
ganda and the most astute political maneuvering on the part of the latter 
to accomplish their purpose. Often the outcome of the issue seemed to 
hang in the balance, and a shift of from two to twelve votes would have 
defeated ratification in Pennsylvania, Massachusetts, Virginia, and New 
York. Ratification by the ninth state. New Hampshire, came in June, 1788, 
and was immediately followed by that of Virginia; New York, where at 



200 


PERIOD OF WARS AND ECONOMIC TRANSITION 


the start two-thirds of the delegates were opposed, swung into line in July 
by a vote of thirty against twenty-seven. The inclusion of this vital link 
assured success, and in September Congress resolved that the Constitution 
had been ratified and that the new government should go into effect in 
March, 1789. North Carolina finally ratified in November, 1789, while 
obstreperous Rhode Island, since she could not successfully obstruct as on 
previous occasions and feared that to be left out would prove more disas- 
trous than the endangering of her precious liberties if she joined, finally 
approved in May, 1790. 

However, in order to meet the demand for a Bill of Rights and the gen- 
erally expressed wish for further safeguards for the people’s liberties which 
had developed in the discussion over ra!ifica!if)n, the first ten amendments 
were drawn up, proposed to the states in September, 1789, and declared 
ratified in Deceinlx^r, 1791- a final concet^sion to that all-pervading spirit 
of freedom and lilwTty. 

The new governni(‘nt began its existence at a favorable moment, for the 
disappearance of the business depression and the rise in prices «fter 1789 
did much to allay popular discontent and secure added support for the 
Constitution. Yet the old sectional interests and spirit of irulividualism still 
remained to vex the ><)ung nation. In the decades that followed, diverging 
economic inten^sts and the spirit of states’ rights repeatedly gave rise to 
threats of secession in dilVerent sect ions and the (juestion whether the Union 
that had been created was indissoluble was only finally settled by an appeal 
to the arbitrament of war. A slower but more potent factor in developing 
unity was the steadily growing economic interdependence of the different 
sections which, in the course of the following century through the growth 
of a national economy and the rapid iiuaease in the number of ties of 
common interests, bound the dilferent sections together so that a willing- 
ness to make sacrifices for the common good prevailed and the Union 
became a Union in spirit as well as in form. 




Chapter XIV ■ 


ECONOMIC CONDITIONS UNDER PHE NEW 
GOVERNMENT AND WAR’S REACTIONS, 
1789 1815 


The (Ihief Characteristics of the IVrir «f. I hfiu^h lh(‘ crisis had been 
passed with the atlainmeiil of iiidepei;de»^ * an I .he adoplion of the (ain- 
sliliition, Ihe (piarler cenlary (hat followed was destined to prove a Iryinfj; 
one for the yoiin^ nalid under its new’ j^ov^eriiment. For not only were 
there the prooleins of putting this ‘^overninent rn its feet and providing' 
the aids to economic di velojimenl \»hich were t. oected of it, but these 
I I’oblens w’cic greatly ( on'phcated b> the oiMireak of the protracted wars 
lel . wliiih all of 'liirope was ph.ngtHb resulting in widespread reactions 
upon tiM* oi both ^ onoiiuc and political events in the United States 

and ('Noniudhy drawing liis country also into war. 

rht'se w<irs brought an abnoiinal and complicating factor into the situa- 
tion and, ill ordiT to untangle and umlerstand the forces that shajied the 
economic history of this ipiarler century, it is essential to keep in mind 
these two sefiarale groups of forces: (I) the abnormal influences arising 
out of wars which largely dominated the immediate course of events and 
were spectacular in character and (2) the changes incident to the establish- 
ment of the new gov(*riiinent and the more normal (‘volution of the coun- 
try’s economic life which w(Te less conspicuous but in the long run more 
fundamental and important, in the following ac(*ount, Ihe reaction of Ihe 
luiroiiean wars will be d(‘scrib(Ml first, as hi'lping to explain some aspcvJs 
of the record of the underlying trends in economic- d(‘\(*Io])rnent that 
follows, and conditions during the War of 1812 will be lr(‘at(‘d separatidy. 

The Reaction of Europ<?an Wars upon Foreign Uoinmere-e to 1812. 
Events following the outbreak of the French Revolution in 1789 drew 
France into a war with her neighbors in 1792 which soon involved Ihe whole 
of Europe and continued with but a year’s interruption, 1802-1808, until 
Napoleon’s final defeat at Waterkx) in 1815. The c-hi(‘f imnu^diale impact 
of these wars upon the economic life of the United Stales up to 1812 was 
felt in the fields of foreign trade and shipjiing and in the resulting changes 
in the demand for the products of the country’s agricult un‘- and manu- 
factures. These wars made the United States the chief neutral carrier of 
the world and gave a tremendous stimulus to the shipbuilding industry 
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and the merchant marine; at the same time they considerably increased 
the foreign demand for American foodstuffs. The country has never expe- 
rienced such extreme relative shifts in its foreign trade as occurred in the 
quarter century after 1792. As is indicated by the chart on this page, the 
total exports rose from $20 million in 1790 to over $108 million in 1807, 
though in part this was due to a higher price level. In 1790, practically 
all exports were domestic products, but in 1807 over half the total 
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consisted of reexporls of go<Kis iinporled from other count ri(‘s, as many 
products of foreign, es()ecialty West Indian, origin and destined for 
foreign nations were being carried b> way of I idled States })orts to take 
advantage of this country's position of neulralilv. This was partly respon- 
sible for the rise in imports between these two years from $28 to $1.88 
million. During the same period, the American shipping engaged in the 
foreign trade jumped from 127,000 to l,0}i0,000 tons and carried 92 per 
cent of the value of the foreign trade in 1807, as compared with 21 per cent 
in 1789. But the year 1807 marked the high point of this remarkable ad- 
vance; the Embargo caused a drastic decline in 1808 which was followed 
by a substantial recovery up to 1812 after which the country’s entrance 
into the w^ar result e'd in its foreign trade being practically annihilated by 
1811. Thus, after 1807, war’s reactions on the countrx’s economic life 
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tended to become jusl the reverse of those resulting from the previous 
abnormal stimulus. 

When war broke out between England and France, the latter opened 
the trade of her West Indian colonies to neutrals, fearing that otherwise 
England’s dominance on the sea would destroy it. No sooner had American 
ships rushed to engage in tliis trade than England issued an order subjecting 
such vessels to seizure under the Rule of 1756 that trade not, open to neu- 
trals in time of peace could not be opened to them in time of war. Further 
restrictions followed, resulting in the seizure of many ships and cai’goes, 
while English-born seamen found on Americ'an sriips %. ^^e imprevssed by 
the British, who denied their right to become naturalized Americans. As 
war seemed imminent and it was realized *ft H ih#‘ couidry vas in no con- 
dition to fight, Jay was smt t‘» England in to negotiate a treaty to 
settle these disputes, tog* *her with other questions concerning the carrying 
out of various provishms of the j)eace treaty of 17h5, and to secure more 
favorable trade regulations. 

The n'sulflng treaty was a great disappoic meu' to the I riited Stales, 
h provided that (ireat Pi i lain should give up the Western posts which 
she s^ili iield and establislied commissions to settle claims for llie seizure 
of ships and for the ol<i unset li‘d debts due Jilnglish merchants, ^'othing 
was said about ])a>inenls for slaves carried away in 1785, or about impre^ss- 
nient, and the right of se«.'rch of American ships. The commercial clauses 
admitted American Y**ssels to [xirts in British liulia, but the concession 
admitting those of not over 70 tons to the British West Indies was accom- 
panied by such severe restrictions that this clause was finally eliminated. 
It was only with difficulty that Jay’s treaty was finally ratified in 1795 an*! 
France considered it, a hostile act. 

Though commerce t^xpanded rapidly in the following >ears, both England 
and France tried to restrict it where it was of any advantage to the oIIkt. 
Washington took a strong stand in favor (if strict neutrality and had the 
support of the Federalist party, which included many jiartisans of fihigland 
or those fearing French radical tendencies and most Northern merchants 
who felt trade and shifiping would suffer if lh*‘ country enteied the war. 
In opposition was the party then called Republican led by Jefferson, with 
its chief strength among the farmers, but including those ojiposed to Lh(* 
grow th of Federal authority as well as the friends of France. When Fniiich 
intrigues for aid were rebuffed, France increased her reprisals on American 
shipping. This was carried so far and the treatment accorded the com- 
missioners sent over to France was so humiliating, that in 1 798 the country 
began preparing for war with France. Actual hostilities did occur, though 
open warfare was avoided by an agreement of 1800 which relieved the 
strained relations. 
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The navy which began to be built up at this time proved useful in the 
war against Tripoli which broke out in 1801 following the demand of that 
country for an increase in the tribute paid as a condition for ceasing the 
piratical raids on American commerce. The peace secured in 1805 put an 
end to these raids, though tribute was paid to some of the other Barbary 
coast states up to 1815. 

The Treaty of Amiens in 1802 brought a year of peace resulting in a 
severe drop in American foreign trade, but (he rising ambitions and power 
of Napoleon led to a renewal of the cordlict which soon involved all Europe. 
The American carrying trade and commen e now mounted to even greater 
heights; but this only led to greater encroachments on our neutral rights 
on the part of England and France. Napoleon developed his Continental 
System de>iigned to cut off all British trade with the ('ontinent and drain 
England of her specie. As his control over the Contiiu rit was extend»‘d the 
success of his efforts incr(‘as(Hl. When he tried to cut off all British Lradi* 
under the Berlin dec’iee of 1806 and the Milan decree of 18(C. which de- 
clared a blockade of the British Isles and made all ships touching at British 
ports or permitting British search subject to capture and conliscation, he 
was Ims successful, for th<‘ English na\y had by that tiiuf* obtained fairly 
effective control of the s(*as. Meanwhile (Jreat Britain, seeking to cut off all 
commerce with France and the countries subject to her control, was issuing 
Orders in (^iouncil which practi(*ally declariHl all su(‘h trade illegal and all 
vessels engaging in it without British permission subject to confiscation. 

These decrees and orders, if enforced, would have ended practically all 
trade between the I nited States and bairope and most (jf the American 
carrying trade as well. Although they could not be strictly enforced and 
Americans proved (piick t(» lake ad\anlage of any loopholes, extensive 
confiscation of valuable ships and cargoes resulted w hile England continued 
to impress American seamen. 

American IMeasure>^ of Ht'luliatioii. Despilr its humiliating position, 
the United Slates was still reluctant to rcMui to war. partly because the 
<*ountry was unprepared and wished to avoid the costs invoEed, partly 
l)ecause the position as neutral had brought great prosperity to many 
(h^spite the losses of ships and cargoes, Presicteni Jefferson, a lover of peace 
and economy, believed economic pressure might force concessions, as it 
had done before the Hevolution. In April, 1806, an act was passed, to take 
effect the following Noveml)er if (.Ireat Britain did not make concessions 
l)efore then, which forbade the iintKirt 4>f certain British gocxls that could 
l>e produced at home or obtained elsewhere. Pending negotiations with 
England, which led to such a distasteful treaty that Jefferson would not 
even submit it to the Senate, resulted in suspending the effective date of 
this act until De<\ M, 1807. 
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In the meantime, foreign restrictions had so increased that- Congress on 
Dec. 22, 1807, on Jefferson’s recommendation, passed the Embargo Act 
which prohibited the sailing of any vessel from the Ignited Stales to any 
foreign port. This hasty and rather foolish law threatened to destroy the 
country’s foreign trade, despite some evasions, and caused no slight uproar. 
The shipping industry faced ruin, and there uas widespread sulfering and 
unemployment among the commercial stales; a sharp decline in the prices 
of farm products hit the agricultural class generally: New^ hJngland began 
to talk of secession. So general was the outcry that in Mar(‘h, 180^, the 
h^mbargo was replaced by the Nonin teivourse Acl whicu mil) prohibited 
all trade with France and (jreat Britain, but .uo^ Ided that, if either country 
repealed its obnoxious acts, trade with it • • 1 e nv)poneJ. 

Commerce and shippii.g at once revived, hut e\en in UUO the value of 
foreign trade was only < ’ iree-fif I hs that of I8(ir. Continued opposition led 
in May, 1810, to the repeal of the Noninlerc' crse Act with the proviso 
that if either France or England \ ithdrew h(M ( ’ iivlionable acts and the 
other dal not the Act shouhi l)e revived aga nst tla‘ latter. As this worked 
!a!her to th ‘ ad’antage of Ki iJaiui, Napoleon retaliated by wholesale 
confiscation <0* American diips in ports under his i‘onlrol. Furtlu^r negotia- 
tioiis, maiked by great 'a(‘k of >1 raigh I forward dealing on the ])art of both 
h^ngtand and France, tinally led to the revival of the Nonintenourse Act 
against hjigland in Marcli, 181 1. By this time the popular discontent with 
the ineffectiveness of economic reprisals and the humiliating position in 
which the country had been placeil was siitTicienlly general, especially in 
the South and the West, so that in June, 1812, (kingress voted for war, 
not knowing at the moment that luigland had tinally decided to withdraw 
her Orders in Council. The economic aspects of the war period will be 
treated later. 

Commerce on the Mississippi and Spain. There remains to note one 
other way in which the European wars reacted upon the country with re- 
sults that eventually were of a momentous character, I hough at th<* time 
the real significance was little realized. 

After the Revolution, the movement of settlers over the Appalachians 
into Kentucky, Tennessee, and western Pennsylvania had resulted in over 
100,000 people being located in this region by 1790. The cost of transport 
eastward over the mountains was so great that scarcely any products 
could stand it; hence the only outlet for bulky products was by flatboal 
dowm the river to New Orleans. But New Orleans and both banks of the 
lower Mississippi belonged to Spain, which could thus bottle up this 
outlet. 

Spain was not unmindful of this advantage and willingly shared in the 
intrigues to foment the dis.satisfaction existing among the Western settlers. 
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events the most momentous in shaping the destiny of nations may be 
decided by that complex of conditions and forces, often of purely momen- 
tary character and significance, which we call “blind chance.” 

Summary of the Reaction of European Wars. Of the outstanding 
reactions of the European wars on the country’s development, that resulting 
in the acquisition of Louisiana Territory was of little immediate signifi- 
cance, except as it quieted the fears of the Western settlers and furthered 
the growth of the West and its trade. Of far greater consequence immedi- 
ately, though less important in the long run, were the reactions upon the 
country’s foreign trade and shipping with the resulting repercussions on 
shipbuilding, agriculture, manufacturing, and the general price level. 

Up to about 1808, war’s abnormal stimulus to foreign trade, shipping, 
and agriculture tended to continue and to accentuate the same main lines 
of economic activity that had been dominant in the colonial period. 
Starting with the temporary h^mbargo Act, but not becoming marked until 
after the country entered the war in 1812, the reactions of war were exactly 
the reverse of those during the preceding period. Before the end rif the war 
foreign commerce, the carrying trade, and the foreign markets for farm 
products had practically vanished, but the cutting off of imports had given 
a great impetus to domestic manufactures. Thus, in(;reasingly cut off from 
economic intercourse with the rest of the world which had been abnormally 
stimulated during the 15 years preceding 1808, the United States was 
compelled to secure a greater degree of economic self-sufficiency and inde- 
pendence and a more completely rounded national economy than had 
prevailed theretofore. The hastening of this transition was a particularly 
important reaction of the latter portion of this period of war. 

One other reaction to be noted is I he very high general level of prosperity 
that prevailed from about 1794 down to 1812, despite brief reactions in 
1802 and 1808. The abnormal foreign demand for American goods, ship- 
ping, and trading service created a strong sellers’ market and brought a 
large inflow of wealth to the country despite the higher prices paid for 
imports. The nation, when at peace, has never had such a prolonged and 
relatively high level of prices as prevailed from 1794 to 1812. It was a period 
of rapid accumulation of wealth ft)r many jind the resulting savings helped 
to provide the capital needed for the expansion of domestic manufactures. 

Bearing in mind these wartime reactions, we can now turn to what we 
have called the more normal trends of development in the economic life 
of the country. 

Economic Problems of the New Government. Since the two most 
serious defects of the government under the Confederation had been lack 
of taxing power and of control over commerce, the first Congress under 
the new Constitution was at once occupied with the problems incident to 
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using its new powers to remedy these defects. It was largely under the very 
able leadership of Alexander Hamilton, first secretary of the treasury, that 
the constructive program for this task was developed in a series of reports 
issued from 1790 to 1795 which dealt with the (piestions of public credit, a 
national bank, a mint, and manufactures. 

The Govcrnincnt’s Fiscal System. Hevenue was the most pressing 
need, and the problem was how to raise it so as to minimize the inevitable 
popular opposition to taxes and not alienate the much-needed supporters 
of the administration. As direct taxes were particularly unpopular, indirect 
taxes were preferred and (Congress very naturally chose customs duties 
since people were accustomed to them and they had provided one of the 
main sources of colonial revenues. Otb cawms for this choice were the 
belief that such duties could be used to force concessions from other 
countries, as was impc visible under the Confederation, and also the desire 
to pro\ide some protecAion for the country's r'sing industries. Hence the 
first act of the new Congress wc-4 the TarifI' of 1789. This law imposed 
specific duties (so much jier physical unit) un some thirty products and ad 
valorem du'ies given percentage of their value) on other commodities. 
Th^' rales w« :e very mouerate the average being (\slimated at 8J^ per cent; 
on a few items the du( ^ rose to 15 per cent but on most it was only 5 per 
cent. Though having some proteiAive eh'menls, it was primarily a tarill’ 
foi revenue. 

In the succeeding years, the changes made in the customs duties were 
almost entirely determined by the need for more revenue. Up to 1800, the 
government generally faced deficits and duties were raised. Thereafter, 
up to 1812, the mounting volume of imports so increased customs receipts 
that, combined with greater economy in expenditures, there was a surplus 
in every fiscal year but 1809, when trade was restricted. Consequently 
customs duties were left almost stationary at a very moderate level. Also, 
the remarkable prosperity of agriculture and commerce up to 1808 tended 
to lessen the demand for protection; thereafter the growing restrictions on 
foreign trade automatically provided more protection. Ft may therefore 
be said that this first period in our tariff history, which continued through 
1815, was characterized by a tariff primarily for revenue. The heavy re- 
liance upon this source of income is reflected in the faiit that up to 1812 
nine-tenths of the Federal government’s receipts came from customs duties. 

For over a decade, however, the customs revenue proved insuflicient to 
meet expenses and other sources of income had to be sought. The receipts 
from the sale of the public domain, which had been expected to yield a 
substantial revenue, proved most disappointing at this period and so resort 
was had to internal revenue taxes. In 1791, an act placed a lax on spirits 
distilled from foreign or domestic products, the proceeds to be use<l solely 
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to pay interest on the public debt or to reduce the principal. This tax 
proved particularly obnoxious to the farmers who were accustomed to 
distill whisky from their grain, especially those that lived on the frontier 
who found that the less bulky and more valuable whisky was the only 
form in which they could afford to send their produce to market. This was 
the cause of the Whisky llebellion in Pennsylvania in 1794, which even- 
tually required troops to put it down. In 1794, as deficits still faced the 
government, new taxes were imposed on carriages, the sale of various 
liquors, the manufacture of snuff, the refining of sugar, and auction sales; 
in 1797 a stamp tax on legal documents was added. Finally, in 1798, when 
war with France seemed imminent, a direct lax of -*52 million was levied. 

When the Republican party with President Jefferson as its leader came 
into power in 1801, it advocated strict economy and the repeal of the 
internal revenue taxes as inquisitorial and undemocratic. Doth of these 
purposes were carried out in 1802 under the efficient treasury administra- 
tion of Albert Gallatin. This only involved a loss averaging around $600,000 
a year in revenue, for the tax yield had never been large, and this was more 
than offset by the rising receit)ts from customs duties. As a result, in spite 
of the greater outlay later necessary for defense, from 1801 until 1812 the 
treasury had a surplus in every year but 1809, and the debt was sub- 
stantially reduced (see the charts on pages 402 and 103). 

The Question of the Debt. In his first Report on Public (<redit made 
in January, 1790, Hamilton estimated that the principal and arrears of 
interest on the foreign debt amounted to $11,710,000 and that the domestic 
debt including arrears was some $12 million. This debt he proposed to 
refund; that is, to issue new Ixuuls either to be sold and the proceeds used 
to pay the old bondholders or to be exchanged directly for the old debt. 
His plan involved paying the old debt at its face value plus any arrears of 
interest so as to maintain the government's faith with its creditors. 

That this policy was proper in the case of the foreign creditors nobody 
questioned, but the pnqK)sal to pay the domestic debt at its face value 
aroused much opposition, (biefly because many of the original holders of 
the evidences of debt had sold them at much l>elow par lo speculators who 
would make a large profit if they were paid off at face value. In fact, as 
soon as Hamilton's plan became knowm, speculators hastened to send agents 
I hrough the country districts to buy up the debt before the holders heard 
of the plan. In spite of the opposition. Congress decided to maintain the 
faith of the government and redeem the debt at its face value, the only 
exception being the old Continental paper money still outstanding which 
was to be accepted for the new bonds at the ratio of 100 to 1. 

Hamilton’s plans also included the assumption by the Federal govern- 
ment of the outstanding debts of the states incurred in carrying on the 
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Revolution, this to be done by exchanging new government bonds for the 
old state debts. This proposal met with even more opposition as not being 
fair to all the states, since some had already paid off much of their debt 
and others had met a large proportion of their war expenses by issuing 
paper money instead of bonds. This was notably the case of the Southern 
states and, in order to overcome their opposition, a bargain was made 
under which it was agreed to locate the seat of government, on the Potomac 
River in return for the Southern votes for assumption. The amount of the 
state debts finally taken over was about $18 million. Thus the number of 
people financially interested in the success of the Federal government was 
considerably increased; this result in fa t, was one of Hamilton’s chief 
reasons for the scheme. 

The outcome of this action was to give the nation a debt of some $75 
million in 1791. In tho ^ears immediately following, generally marked b> 
deficits, additional borrowing wa^ necessary ? v) that by 1801 the debt had 
risen to $8.1 million. T hereafter t[c welcome a|.^ ‘arance of a surplus made 
it pcs. ible, in spite of the Ivnrowing incidei.i, to the payment for Louisiana, 
to reduce the det»t to $43 milfu**. by 1812 (see the chart on page 102). Thus 
the credit of the new' t' -vernnient was well established. The chief weakness 
in the fiscal system w s the aiinost exclusive reliance upon customs duties 
for revenue, since they were subject to great fluctuations, as was made 
evident in 1809 and during the War of 1812. 

The First United States Hank. It was partly as a means for facilitating 
the fiscal operations of the government that llamillon in December, 1790, 
issued a report favoring (he establishment of the United States Hank. The 
lack of any banking system had been one of the defects in the colonial 
economic organization and the financing of the Revolution had been much 
hampered thereby until Morris established the. Rank <jf North America in 
1781. Further progress in meeting this nee^d was made by founding the 
Bank of New York and chartering the Massachusetts Bank in 1784, but 
Hamilton believed that as an aid to the government as well as to private 
business a larger institution was desirable. Opposition to the bank was 
based chiefly on the popular fear of a powerful financial monopoly, while 
some objected that it would increase the jxjwer of the Federal government 
and that its establishment would be unconstitutional. Despite the opposi- 
tion, which came chiefly from Southern members. Congress passed the 
proposed law in 1791. 

The act chartering the United States Bank provided for $10 million 
capital stock, one-fifth of which was to be subscribed for by the govern- 
ment through a loan from the bank, and the rest by the public. The charter 
ran for 20 years and authorized the bank to issue notes, carefully limited in 
amount, and to establish branches. As Hamilton anticipated, the bank 
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Population and Immigration. The first census was taken in 1790 and 
indicated a population of nearly 4 million including some 700,000 slaves. 
For the next two decades the population increased at a rate that would 
have doubled it every 26 years, or practically the same rate of growth as 
prevailed before the Revolution. The influx of immigiants, interrupted by 
that war, was soon resumed and it is estimated that the number of arrivals 
averaged about 4,000 a year between 1784 and 1794, but rose to around 
6,000 from 1795 to 1810. Most came from the British Isles, as migration 
from Germany was checked by war, which was also responsible for a small 
influx of refugees from France and Santo Domingo. The importation of 
slaves continued until it was prohibited in 1808. Augmented from these 
sources plus the small addition obtained in Ijouisiana, the rapid natural 
increase raised the total population of the country to over 7 million in 
1810, more than one-seventh being slaves. 

The Westward Movement of Population. Following the return of 
peace in 1783, the movement of settlers to the trans-Appalachian region 
first assumed substantial proportions. It was furthered by the acquisition 
of title to various sections through treaties with the Indians, by the sale 
of land belonging to the states or the Federal government, and by some 
improvement in the means of transportation. 

At first most of those moving west came from the Southern uplands and 
followed the Wilderness Trail through Cumberland (iap to the small 
settlements previously made in Kentucky and Tennessee. After about 1800, 
with the growing number migrating from the middle states and following 
the roads through Maryland and Pennsylvania, Pittsburgh became the 
immediate objective of an increasing proportion. There, such necessary 
supplies as had not been brought along were purchased and the emigrant 
embarked on a boat which was floated down the Ohio to the point nearest 
which he wished to locate. Thus settlements spread out from both banks 
of the river as well as downstream. 

Settlement along the north bank of the Ohio may be said to have started 
after the Ohio Company made its large purchase of land and founded 
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Marietta in 1788, largely with people from New England. Shortly after- 
ward another group, chiefly from New Jersey, founded Cincinnati. The 
land in northeastern Ohio known as the Western Reserve was owned by 
Connecticut, and its sale led to the founding of Cleveland in 1796, but to 
the west there were almost no inhabitants in the region bordering on the 
Great Lakes until after the War of 1812 except for the little trading settle- 
ment at Detroit. Nor outside of Ohio were there many any appreciable 
distance north of the Ohio River; even the old French settlements in the 
vicinity of St. Louis showed little growth. Out of a total of over 1 million 
people in the Western states in 1810 over two-thirds were located south 
of the Ohio River, for the most part in Ktui l ucky and IVrnessee. In the 
Far South the westw^ard advance was r’.^^ked in ceutral tieorgia by hostile 
Indians, and Louisiana had 76,000 inhabit uits. During the first of this 
period the growing population of New England could still move into 
northern New Hampshire or Vermont, and di that region was taken up 
they turned to settle most of we item New Yoi . By 1812, except for the 
interior of Maine, these sections were faiiiy well occupied. As a result of 
this westwjird n^ovement, four new states, Vermont, Kentucky, Tennessee, 
and Ohio, had been admitted to the Union before the close of 1802 and the 
rise of western influei ce in Congress had begun (see maps on pages 258 
and 259). 

The Public Land System. The determination of the basic features of 
the country’s public land system was one of the real achievements of Con- 
gress under the Confederation, An elaborate plan of Jefferson’s for the 
government of the territory ceded by the states was embodied in the Ordi- 
nance of 1784, but before this became effective it was superseded by the 
famous Ordinance of 1787 which laid down the general principles that 
subsequently prevailed in the government of territories and their eventual 
admission as states, though it applied specifically only to the Northwest 
Territory. This ordinance prohibited slavery in that territory and ended 
the system of primogeniture by providing that the estates of those dying 
intestate were to descend in equal parts to their children or other heirs 
after the widow had received a one- third share, thus tending to check the 
growth of large landed estates and to secure a more even distribution of 
wealth. 

Meanwhile settlers had been moving onto the public domain, and it was 
necessary to adopt some plan for surveying and selling it so that land 
titles would be secure. The basic features of the system adopted were laid 
down in the Ordinance of 1785, which authorized a rectangular system of 
surveys of the land in townships 6 miles square, divided into 36 sections 1 
mile square each containing 640 acres. The sixteenth section of each town- 
ship was reserved for the support of public schools, an important step in 
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promoting free education. In this feature, as well as in the township system 
of survey, the influence of New England institutions was reflected, though 
sale in small sections was a concession to the individualistic methods of 
settlement that had characterized the South. 

After title from the Indians had been secured by the government and 
the land had been surveyed, it was to be offered for sale at public auctions, 
half in lots not less than 640 acres and half in whole townships, at not less 
than $l an acre with cash payment. It was under this plan that the Ohio 
Company in 1787 purchased 1.5 million acres on the Muskingum River. 
Though payment was made in Continental certificatas of indebtedness, 
then worth about one-tenth of their face value in specie, it at least served 
to reduce the public debt. Large tracts in Ohio were also purchased by the 
Scioto Company and by the Symmes group, and a considerable amount 
was disposed of in fulfillment of the bounties that Congress had promised 
the Revolutionary soldiers. 

The public domain was looked upon as an important asset from the sale 
of which it was hoped to derive a considerable revenue that could be used 
to pay off the debt, and this attitude was reflected in the conditions govern- 
ing its sale. But this idea was opposed to the wants of the Western pioneers 
and the speculators who wished to obtain the land on the easiest possible 
terms and they also began to demand free grants of land to be used to 
promote various phases of Western development. For the next century 
these wants of the West were destined to exercise an ever-increasing in- 
fluence in shaping the public land laws. In 1796, though the minimum 
price was advanced to $2 an acre, a year’s time was given to complete 
payment, and two offices for sale were opened in the West. Since most 
pioneers lacked the money required to buy a whole section, in 1800 the 
minimum purchase was reduced to half a section or 520 acres, and the 
minimum down payment was cut to 50 cents an acre, the balance being 
payable in three equal installments within 4 \ears. From then until 1820, 
there were no important change-s except that in 1801 certain regions were 
made salable in (]uarter sections. 

The Act of 1800 considerably increased sales and also fostered speculation 
under the long-term credit allowed, for many took up more land than they 
were finally able t(j pay for, and the government was constantly asked to 
afford them relief. Yet the sale of government land and the revenue thus 
obtained fell far l)eU)w what had been hoped for. The chief reason was that 
many of the slates still had land for sale which was offered at prices below 
the government minimum, and holders of warrants for government land 
given as military bounties or for other reasons were also ready to sell at a 
lower price. Consequently, only a portion of those who went west at this 
period — up to 1820 only one-quarter according to one estimate — ^were 
directly affected by the laws controlling the sale of the public domain. 
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Improvements in Transportation. As settlers moved away from the 
seaboard waterways into the interior, the need for better means of inland 
transportation became increasingly pressing. Wherever there were navi- 
gable rivers, they were used to the utmost;' at points where obstructions 
existed they were removed if possible, or a canal might be built around 
them. The first important canal was around the falls of the Connecticut 
River at South Hadley, Mass., which, with the aid of Dutch capital, was 
finished in 1794. The same year work was started on the 27-mile-long 
Middlesex Canal designed to draw the Iraflic of the Merrirnac River to 
Boston, and it was finished 10 yeai's later. A similar purpose led to the 
building of a canal from the Santee Riv<’ r to Charleston, S.C., which was 
completed in 1800. A few other projee' ,ere started at this time, but the 
great era of canal construction did not come until after 1815. Although an 
event destined to pro.e of the greatest importance in river transportation 
occurred during this period-— the introduetion (4 the steamboat — its effects 
were not appreciable at the tin.e and will tn< -efore be described later. 
Consequently, the chief iniprovements in transportation during these years 
took the form bettering the liighways. 

't he cost of transpo: lation overland was so great as to prove a most 
serious check upon tie country 's development when people began to settle 
any appreciable distai'ce from navigable waters. Those so located were 
largely confined to proaucing things that could be used in the neighbor- 
hood, so division of labor was limited and an essentially local economy 
prevailed. It was stated that “over an ordinary horse path or trail a horse 
may carry about two hundred pounds; on a cart, over a good dirt road, the 
same horse may draw one thousand pounds.” By 1824, it was estimated 
that the cost of moving freight over turnpikes had been reduced to 13 cents 
per ton-mile, though over ordinary roads it was two or three times as great. 
In many sections it was unprofitable to transport corn as much as 25 miles 
or wheat more than 50 or 75 miles, and Fulton said flour could not be carried 
over 150 miles. To send a ton of goods from Buffalo to INew York cost $100 
as late as 1817. Freight sent from Philadelphia or Baltimore to Pittsburgh 
or Wheeling cost from $6 to $8 a hundredweight; ginseng, saltpeter, and 
beeswax were said to be the only products of Kentucky that could profitably 
be shipped overland to the East. It was pointed out that, although a ton 
of goods could be carried across the Atlantic for $9, it could not be sent 
over the ordinary roads at that price for more than 30 miles. 

Passenger travel was also expensive and, like the movement of freight, 
very slow, the rate on stage lines being about 6 cents a mile. To go from 
Philadelphia to Pittsburgh in 1812 cost $20 and required 6 days; freight 
required 4 to 6 weeks. During the War of 1812, when coastwise traffic was 
interrupted, it took freight wagons 26 days to go from Boston to Baltimore 
and 33 days more to reach Augusta, (la., even when the roads were good. 
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At important ferries during the war, people sometimes had to wait 3 days 
for their turn, for at one lime 4,000 wagons and 20,000 horses and oxen 
were employed on the route from New England to the South. 

Under such conditions, the demand for better roads was universal; but 
the problem assumed a different aspect when it came to paying for them. 
The task of building the ordinary roads was almost everywhere left to the 
counties and towns, and they would seldom levy more road taxes than 
were required for the most essential highways of the poorest grade that 
could be used while maintenance and repairs were sadly neglected. The 
construction of the better class of highways was largely left to private 
enterprise. This took the form of turnpike companies chartered by the 
states and allowed to charge tolls, but subject to fairly careful regulation. 
Such roads cost from $900 to $10,000 a mile ai'd were confmed to regions 
with a relatively dense traflic. Similar reasons led to the building of private 
toll bridges over the larger streams to replace the slow and more expensive 
ferries. 

The first important tunquke thus completed was opened in 1791 between 
Philadelphia and Lancaster to draw trallic from the Susquehanna Valley. 
It cost about $7,000 a mile and toll rates varied from Yz lo 13 cents a mile, 
2 to 4 cents being the most common charges. Several hundred turnpike 
companies had been chartered before 1812, the states often subscribing to 
their stock, but most were located in the more populous sections of the 
North. 

A difficulty arising from road construction by local governments was the 
neglect of through routes unless they hap})ened to coincide with local needs. 
Also poor cominunilies, especially the less populous back-country and 
frontier sections, could not afford much outlay for roads and their economic 
development was often much delayed. Hence arose the demand, especially 
in the West, that the Federal government undertake or aid in the construc- 
tion of various internal improvements. 

The first important action taken was the provision in an act of 1802 
admitting Ohio as a state which set aside 5 per cent of the net proceeds 
from the sale of public lands in that state to build roads to the F]ast; later a 
portion of this fund was made available for roads within Ohio. Thus means 
were provided for starting the (aimberland Road or National Turnpike 
beginning at Cumberland, Md., and extending westward to Wheeling on 
the Ohio and later continued through Columbus and Indianajjolis to 
Vandalia, 111. Yet construction did not start until 1811, and it was not 
completed to Wheeling until 1818. Meanwhile, in 1808, Gallatin had 
drawn up an elaborate plan for a national system of internal improvements 
by canals and roads to promote long-distance traffic between different 
sections of the country. Yet the results were slight as far as action by the 
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Federal government was concerned. This was due in part to the opposition 
of sections unUkely to gain from the outlay and in part to the objc'ction 
of the strict constructionists. 

The Post Office and Means of Coniniiinication. There was no ques- 
tion, however, concerning the government’s power to establish post roads 
and a postal service, and these facilities were rapidly developed. In 1791, 
there were only 89 post offices and less than 2,000 miles of post roads; 
nine-tenths of the service was provided by riders on horseback and 324,000 
letters were cairied. By 1811, the service covered over 36,000 miles, there 
were over 2, 100 post offices and 4.1 million k ttevs were carried. It was under 
this authority that Congress in 1789 esbtblished Zane’s Tiace, the first 
post road in Ohio, and later provided ' .tgular mail route from Wheeling 
to Lexington, Ky. By 1813, mail was carried t a rale of 40 miles a day on 
crossroads and from 6o to 120 miles between the larger cities. The letter 
rales fixed in 1792 varied from 6 rents for a siiigle sheet, carried up to 30 
miles to 25 cents for one carr-ied over 450 mile'-. These high rates led to 
c-iunmori resort to travele»\>> whenever available for carrying letters. The 
riiniinum newsp per rale was 1 cent a paper up to 100 miles. The fact that 
in 1790 the per ca])ita evpend tun^ for postage in the (oimlry was about 1 
cent best indicates the limited use then made of tlu^ post office. 

By 1792, the increase in newspapers had lirouglit the total number of 
copies printed in a year to some 4.5 million, but no single paper had over 
3,600 subscribers. Most were published once or twice a week, but there 
were two daily papers. The I Pennsylvania Packet, and Daily Advertiser 
started in 1784 being the first. Magazines along with books were excluded 
from the mails, and their publication was thus somewhat limited. By 1810, 
the total number of newspapers had risen to 364 of which 25 were dailies. 
Their growth marked an advance in the facilities for communication and 
also promoted social development. 

Internal Commerce. Although the improved transport facilities pro- 
moted the growth of domestic commerce, there was no very marked change 
in the general character of that commerce except where turnpikes were 
built and the Ohio-Mississippi waterway was opened up. Much of the 
trade was still confined to a rather limited area, but the most significant 
development was the very substantial expansion of the trade between 
different sections of the country. Agricultural products moved more freely 
from the interior to the chief seaports, either for export or for local consump- 
tion, and imported goods or domestic manufactures went back to rural and 
frontier districts in greater volume. The coastwise trade involving an ex- 
change of goods between the Northern and Southern states enjoyed a 
marked growth, especially after the rise of cotton growing, and during this 
pericxl it was extended to include the rapidly rising trade of New Orleans. 
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Northern manufactures went to the interior sections of the South in in- 
creeising quantities, and throughout the rural districts the tin peddler 
distributed a miacellaneous assortment of small wares. 

The rapid rise of the trade of the Western settlements and Louisiana 
during this period marks the beginning of what was to become an increas- 
ingly important branch of domestic commerce. Except for the droves of 
hogs and cattle to Baltimore and Philadelphia, nearly all the surplus 
produce of the trans- Allegheny region was sent down the river to New 
Orleans. By 1807, the receipts there from up the river were over $5 million 
of which one-third originated in Louisiana. At this time there was almost 
no up-river trailic; some 20 barges carried all that could stand the heavy 
cost. Hence practically all goods sent to the Ohio Valley settlements, con- 
sisting chiefly of manufactures and semitropical products, were obtained 
from the eastern seaports of Philadelphia and Baltimore. 

Agriculture. In 1790, agriculture was the main pursuit of over 90 per 
cent of the population, and conditions during most of this period tended 
to maintain its preponderant position. Contributing to this were the open- 
ing up of fertile Western land, lower transport charges, the remarkable 
development of cotton growing, and, above all, the long-continued high 
price level between 1794 and 1817. Within 5 years after war broke out in 
1792, the prices of most great export staples had increased from 75 to 100 
per cent and, with but brief reactions, this level was well maintained 
throughout the period. Though farm products chiefly consumed within the 
country seldom rose as much, there were few that did not share in the 
common advance. Moreover, although the rise in prices was general, 
farmers benefited more than most producers since their costs rose much 
less rapidly. 

Aside from this marked prosperity of agriculture, the most significant 
event in this field was Ihe spectacular rise of cotton growing. Small quan- 
tities of short-staple cotton had been raised before 1775, but not enough 
to meet the rather limited colonial demand. The crop was so meager that 
in 1784, when eight bags were sent to Liverpool, they were seized by the 
customs ofticers on the ground that the United States could not have grown 
that amount. About 1786 the cultivation of long-staple sea-island cotton 
first began to attract serious attention and its production grew rapidly. 
Aver 8 million pounds being exported from South Carolina in 1801. But the 
area where this grade could be grown was very limited as compared with 
that available for the short-staple upland cotton. Yet in 1793 less than 3 
million pounds of upland cotton were raised, the great obstacle to its use 
being the cost of extracting the seeds, for it took a day’s labor to clean a 
pound. This obstacle was overcome by Eli Whitney’s invention of the 
cotton gin in 1793, which, even with hand operation, could clean 50 pounds 
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a day. Cotton, theretofore a relatively expensive textile fiber, soon became 
relatively cheap. What a blessing this has brought to succeeding generations 
is seldom appreciated today. 

Cotton at once began to displace flax and wool, and to some extent silk, 
in many products of common use and a great market promptly appeared. 
Under the stimulus of the high prices that prevailed — from 16 to 44 cents a 
pound in New York between 1790 and 1812 — the country’s cotton crop 
rose from 1.5 million pounds in 1790 to 85 million pounds by 1810. This 



Fig. 11. Index numbers of wholesale prices of domestic and imported commodities in 
Philadelphia, 1784-1820 (100 = average 1821-1825). {Based on Bezamon, Gray, and 
Hussey, ^'Wholesale Prices in Philadelphia, 178^4-1861.*') 

gave the upland region of the Lower South a new staple, led to the extension 
of the plantation system to that section, and created a new demand for 
slave labor, with consequences that have ever since dominated most of 
the agriculture of that region. 

Although far less important than cotton, cane sugar was another staple 
crop that was successfully established in the South during this period, 
though practically confined to Louisiana. Despite various earlier efforts, 
it was not until about 1796 that the output began to increase rapidly, aided 
by the introduction of a better type of sugar cane and the influx of French 
refugees from Santo Domingo. The raising of indigo was generally aban- 
doned at this time following the loss of the British bounty, the ravages of a 
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pest, and keener foreign competition. The growing of rice continued, but 
the output showed little change. The older tobacco-growing plantations 
were suffering frc-m soil exhaustion and many were diverted to other crops, 
but the loss here seems to have been offset by the rise of this crop in Ken- 
f ucky and Tenneswsee, where hemp and flax were also introduced along with 
considerable livestock. 

During this period, the agriculture of the Northern seaboard states 
underwent fewer changes in products and general character than occurred 
in the South. New England continued to raise much the same crops as 
formerly and chiefly for the domastic markets. The middle states greatly 
l)enefited from the war demand for foodstuffs. The organization of various 
agricultural societies reflected the increased attention being given to better 
methods in agriculture, though the rasults v-ere very limited in scope. 
Better systems of fertilization and rotation of crops began to be adopted 
and the war in Spain gave the chance to import a few merino sheep that 
later provided the basis for flocks producing the flner grades of wool. Yet, 
for the most part, farming methods remained rather backward. 

Manufacturing Industries. Despite the setback given to various 
branches of manufacturing by the influx of Ikitish goods on the return of 
peace, continued efforts to make the country more independent economi- 
cally had brought moderate progress by 1790. It was then stated that 
Southern plan tal ions in particular were supplying more of their own needs 
than ever and had begun to clothe their slaves with their own homespun. 
Tench Coxe estimated that families in the middle and interior counties of 
the South produced more manufactured goods than they imported. Outside 
the household industries, much more was accomplished in the North where 
there was frequent resort to local aid or state bounties and tariff duties. 

As previously noted, the conditions arising out of the European wars 
up to 1808 tended to divert enterprise into other lines than manufacturing. 
Though spread over a far longer period of time, it was during these years 
that manufacturing first began to feel the real impact of the rapid advance 
in technological methods in Great Britain after about 1770, notably those 
in the textile and the iron and steel industries the products of which made 
up a very large proportion of the imported manufactures. These inventions, 
for the time being, gave England a greater advantage in comparative costs 
than she had enjoyed theretofore. Up to 1845 Parliament continued, with 
modifications, the policy of forbidding the exportation of these new 
machines or their plans and, although it proved impossible to prevent the 
ideas from being carried to this country, this did slightly delay the intro- 
duction of the new methods. By this time, however, Yankee ingenuity was 
contributing its own inventions. 

In spite of these unfavorable factors, manufacturing in general continued 
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to expand, even in the years before 1808, and apparently at a very fair rate. 
For the most part this growth must be attributed to the same conditions 
responsible for the steady rise of manufacturing during colonial times — the 
high costs of transport tending to narrow maYketing areas, the growth of 
population, and the rising standard of living. Obviously such reasons were 
responsible for the spread of manufacturing into the interior sections. 
Pittsburgh and Cincinnati rapidly developed a variety of industries to meet 
many needs of settlers in the Ohio Valley region and scattered through the 
smaller towns were the grist mills, lumber mills, forges, distilleries, and 
similar enterprises commonly found in rural districts throughout the 
country, not to mention the ever-present bousebold industries. 

Most of the growth of manufac*ure ' jr ng this period was in these 
household industries or the small workshops, mills, and plants producing 
chiefly for local markers. Some of these industries, however, had a nearly 
nation-wide market. Thus New England linens, lioots and shoes, clocks, and 
tinware were being sold from Ne\ York southw. rd to Ceorgia and in the 
West. 

In a ver^, feY> industries thi'^ period witnessed the beginnings of the 
factory type of organ i /.a lion, fhough the use of steam power to drive the 
new machinery was y rare, and it (5an hardly be said that the modern 
factory had appeared before 1814 when the power loom was introduced at, 
the Waltham cotton factory. A start was made in 1790 when Samuel 
Slater, attracted to the country by the rewards olTered for improved cotton 
machinery, set up an Arkwright mill for spinning cotton at Pawtucket, 
R.l. This relieved the difficulty in the industry due to the scarcity of yarn, 
and the success of this mill soon led to the erection of others so that, 
despite numerous failures, there were about 70 such water-power mills in 
the country in 1810, mostly located in southern New England. Though the 
supply of cheap cotton yam thus made available greatly increased the use 
of cotton, “flax still outranked cotton in the ratio of 4 to 3 and wool in 
the proportion of more than 2 to 1 among the fabrics whose composition 
is sufficiently specified by the census for classification.” Although the 
application of power in the spinning of wool was delayed until the 1820’s, 
the introduction of power-driven carding machinery after 1793 helped to 
provide cheaper woolen yarn. The abundant yarn thus obtained was almost 
entirely woven into cloth in the household or in small shops, for in 1810 
only 2 per cent of the cloth made in the country was produced in factories; 
yam was often “put out” to be woven in homes. The rise of the modern 
factory did not come until the following period. 

A good general survey of the state of manufacturing before it had been 
much affected by the abnormal stimulus arising from the war conditions 
of 1808-1815 is provided in Gallatin’s “Report on Manufacturing” of 1810. 
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In view of the rapid increase in the two preceding years, he concluded, 
it was “probable that about two-thirds of the clothing, including hosiery, 
and of the house and table linen, worn and used by the inhabitants of the 
United States, who do not reside in cities, is the product of family manu- 
factures.” In the iron and steel industry, the value of the domestic manufac- 
tures was estimated at from $12 to $15 million, or between three and four 
times that of the imports. In certain industries the domestic output was 
declared more than sufficient to meet the country’s needs; these included 
manufactures of wood, leather, soap, tallow candles, spermaceti oil and 
candles, flaxseed oil, refined sugar, and coarse earthenware. Other industries 
supplying a considerable part of the domestic needs were those manufac- 
turing iron, wool, cotton, flax, hats, paper, printing type, books, spirituous 
and malt liquors, hemp, gunpowder, window glass, jewelry, clocks, straw 
hats, lead, and wax candles. The total value of all manufactured products 
in 1810 was estimated at nearly $200 million. 

The Rise of Commercial Banking. One of the chief contributions to 
the economic order made during this period was in the field of banking. 
In 1790, there were only three banks in operation, all started within the 
preceding decade; the next year saw the organization of the United States 
Bank, as previously described. The growth of state banks remains to be 
covered. 

Starting in 1791 when eight were organized, the development of state 
banks proceeded rather rapidly; by 1800 the number had risen to twenty- 
eight with a capital of over $21 million and, when the charter of the United 
States Bank expired in 1811, there were eighty-eight with a capital of over 
$42 million. The greater number were located in the seaboard section of 
the North, but by the latter date they had spread to the West as well as the 
South. Frequently a state would subscribe to a portion of the stock, partly 
with the idea of securing more control and assuring aid in its fiscal opera- 
tions, partly to obtain a share of the profits and partly to help provide the 
needed capital. 

The rise of these institutions aided economic development by promoting 
saving, increasing credit, mobilizing loemable funds, and facilitating the 
processes of trade and exchange. In these days, before the system of grant- 
ing a loan in the form of a deposit credit against which checks were drawn 
had been appreciably developed outside a few cities, banks generally 
extended their credit in the form of note issues and could not ordinarily 
carry on business without such issues. Though the Constitution prohibited 
the states from issuing their own notes, the courts held that the states could 
charter banks and give them the right to issue notes. In certain respects 
this practically nullified the purposes of the Constitution’s prohibition, 
and it provided a means whereby the groups who wanted easy credit and 
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cheap money could meet these wants. As a result, these notes were put out 
so freely that they soon became the chief element in the circulating medium. 
By 1811, the issues had risen to $22 million besides the $5 million issue of 
the United States Bank, while the total specie supply of the country was 
estimated at between $10 and $15 million. 

Unfortunately the potential advantages that might have been derived 
from the introduction of banking were considerably diminished by the 
unsound character of many of the practices that prevailed at this period. 
A more detailed analysis of these defects will be given in the account of 
banking developments during the succeeding period. Here it will suffice 
to note that the chief evils were the making of loans on security that was 
inadequate or improper for sound commercial banking, the failure to main- 
tain sulFicient cash reserves, and the overissue of notes resulting in their 
depreciation. Ignorance as to how to conduct this new business could 
explain only a few of the abuses, and the United States Bank was able to 
exercise some measures of salutary control, but » hen it disappeared, a 
period of the most reckless banking ensued. 

The War of 1812. The declaration of war on Great Britain in June, 
1812, was carried through Congress largely by the influence of the young 
“War Hawks” of the Si uth and the West. In addition to the general 
humiliation felt because of the failure of the efforts to prevent European 
exactions and depredations on the country’s commerce and shipping, this 
group was incensed by their belief that British authorities in Canada had 
incited Indian attacks on the frontier, and they thought that Canada could 
be easily conquered, while they also wished to maintain the access to 
foreign markets where their produce had been yielding such high prices. 
The middle states were generally inclined to favor peace and New hmgland, 
Vermont excepted, was violently opposed to what was there called “Mr. 
Madison’s War.” The opposition springing from the commercial interest 
was such that the section practically refused to lend money to the govern- 
ment and talked of secession, a threat that had its culmination in the 
Hartford Convention of 1811. Thus effective prosecution of the war was 
hampered by lack of a spirit of patriotism sufficient to rise above sectional 
economic interests; the provincialism of colonial times had not yet been 
fully outgrown. 

Though the country was but ill prepared for the conflict, the Congress 
that had voted for it adjourned without providing for any war taxes or 
for strengthening the sadly neglected navy which, with 16 warships against 
England’s 600, was so weak that as a unit it could not hope to compete 
with that of England. A few brilliant victories obtained in encounters be- 
tween individual ships brought prestige but, except for those on Lake h>ie 
and Lake Champlain, they had little bearing on the outcome. In its land 
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operations the country had expected to ovOTun Canada quickly; but the 
regular army of less than 7,000 men at the start was poorly organized and 
the state militia failed to cooperate effectively, so that none of the invading 
expeditions proved successful. 

For England, still engaged with her allies in the desperate struggle against 
Napoleon, the war in America was a very secondary matter. Her activities 
were primarily directed toward defending Canada, harassing attacks on the 
American coast, and the destruction of American commerce. As neither 
nation was able to achieve any decisive military successes and the com- 
merce of both suffered severely, they were quite ready, as the war in Europe 
that had brought them into conflict drew to a close, to agree upon terms 
of peace in December, 1814. I^hese terms left matters much as they had 
been at the start; the practices that had drawn »he United States into the 
war were really ended by the close of the European conflict. Thus, from 
the point of view of the country’s ultimate economic development, the 
results were of slight significance. However, during the war and the years 
immediately following, the economic life of the nation was greatl> altered 
and at least a brief account of the more important reactions is desirable. 

The Financing of the War. For financing the war, the first and chief 
reliance of the government was borrowed funds obtained from the sale of 
short-term treasury notes or long-term bonds. The note issues up to 
March, 1815, totaled $36 million, but, as they were constantly being re- 
tired, the amount outstanding was always much smaller, though it showed 
a dangerous tendency to rise and had passed $10 million by the beginning 
of 1815. The notes remained at par in specie until the suspension of specie 
payment in August, 1814. Since they were not made legal tender and only a 
relatively slight amount put out in small denominations appears to have 
entered into general circulation, their use did not result in the evils conse- 
quent on the use of Continental paper money during the Revolution. 

The long-term loans issued totaled over $75 million. Though the first 
loan, f)ut out just before the war and bearing 6 per cent interest, was sold 
at par, the decline in government credit was such that later issues had to 
be sold at. from 5 to 20 per cent below par. Acceptance of depreciated bank 
notes for some payments added to the government’s losses, and it was later 
estimated that the loans netted only $34 million in specie value. The decline 
in the government’s credit can in part be attributed to the lack of success 
in the war and the meager financial support received from New England, 
but it was due mainly to the failure promptly to adopt adequate taxes. 

Customs duties, previously the chief source of Federal revenue, were 
doubled at the start, but as imports dwindled, the receipts from this source 
fell to about half the usual sum. It was a year after the war started before 
(A)ngress acted to levy internal revenue taxes estimated to yield $2 million. 
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Also a direct tax of $3 million was assessed on the states, but its collection 
was postponed until 1814. The difficulties met with in raising loans led 
in September, 1814, to a doubling of the direct tax and of postage rates 
and increases in the internal revenue taxes. Only $4 million was received 
from the direct and the internal revenue taxes before 1815, but they 
yielded more during the next 3 years as they were not all repealed until 
1817. The failure to meet more of the war outlay by taxation resulted in a 
net increase in the debt during the 4 years ending with 1815 of some $86 
million. The fact that this war did not involve m(»re of a financial strain is 
an indication of the halfhearted way in which it was carried on. 

Commerce and Shipping during U'ar, The impact of the war 
upon the economic life of the country a as most marked in the field of 
foreign commerce and shipping, whence the rea.;tions spread to other fields. 
The impact was the more violent since in 3 years it com[)letely reversed 
the abnormally favorable conclitionu' that had prevailed during most of the 
preceding two decades. In April, 1812, as a measure preliminary to war. 
Congress enacted an embargo for 9 months. When war broke out, the 
h]nglish navy commanded the seas and blockaded the coast from Connect- 
icut southward. The rest of New l']ngland was not blockaded until the 
summer of 1814, partly i \ the hope of detaching that section from the rest 
of the country and partly because supplies from that region were needed 
for the British forces in Canada. At first, the British also permitted exports 
of foodstuffs from the middle colonies for their army in Spain. But the for- 
eign trade rapidly dwindled, and by 1814 exports had fallen to $7 million 
as compared with $61 million in 1811 and imports were $13 million against 
$53 million in 1811 (see the chart on page 202). Never has the country's 
foreign trade come so near to being annihilated. Kveii vessels engaged in the 
coastwise trade remained idle in the harbors, and goods had to be shipped 
overland if they could stand the heavy expense involved. Oxcarts took 46 
days to go from Philadelphia to Charleston; in New York rice .sold hir nine 
times the Charleston pri(‘e, and flour in Boston for nearly three times the 
Richmond price. 

Some ships escaped the blockade but often only to be captured later by a 
naval vessel or by one of the many privateers. All told, some 1,300 American 
vessels were captured during the war. A slightly larger number of British 
merchantmen fell into the hands of 500 or more American privateers. This 
activity afforded some outlet for American shipping, but the valuable 
neutral carrying trade was lost, and the decline of commerce added to the 
distress of shipping. The total tonnage of vessels engaged in the foreign 
trade fell from 950,000 tons in 1811 to under 60,000 tons in 1814. 

The Reaction on Other Lines of Business. The sudden and almost 
complete reversal after the country entered the war of the abnormally 
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favorable conditions for foreign trade that had generally prevailed for so 
many years inevitably involved a widely ramifying reaction on many 
domestic lines of business and on prices. Within less than 2 years, whole- 
sale prices, which ever since 1795 had been fluctuating around a level 
about 50 per cent, above those existing on the outbreak of war in Europe 
in 1792, increased some 50 per cent, reaching a peak in 1811 such as was 
surpassed on only four other oc(‘asions in the country’s history. The out- 
break of the war brought a sudden rise whidi was followed by a moderate 
increase for over a year until late in 1815 when another and still greater 
rise carried prices at the beginning of 1814 to a peak which, after a slight 
drop, was barely exceeded at the close of that year. In this wartime advance, 
however, different groups of commodities shared to a greatly varying degree. 
A.t the peak in 1814, imported goods in Philadelphia were about 70 per 
cent above the level of 1811 while domestic products were only about 28 
per cent higher (see the chart on page 221). Moreover, among domestic 
products those of the farm rose much less than the industrial products. 
The return of peace in 1815 brought a precipitate drop in the pri^e of both 
imports and domestic industrial products while farm products, after a brief 
reaction, enjoyed a very marked rise up to the first of 1817. Thereafter, the 
trend of all groups, accentuated by the panic of 1818-1819, was downward 
till, by 1823, the general level had been restored to that prevailing in 1792. 

These shifts in relative prices meant that during the war years agriculture 
was much less prosperous than it had been, except in sections where produce 
could be shipped to the British. On the other hand, the reduction of im- 
ports and the demand for munitions of war added greatly to the stimidus 
to manufacturing which had started with the Embargo of 1808. The idle 
labor and capital previously employed in trade, shipping, and shipbuilding, 
notably in the North, were extensively diverted to manufacturing enter- 
prises, many of whi(h were organized as corporations. So great was the 
scarcity of goods and so complete the protection afforded by the reduction 
of imports that, even with antiquated methods, relatively unskilled labor, 
and poor management, it was often possible, for the time being, to carry 
on these enterprises at a good profit. The growth of the household industries 
at this time was less rapid than that of the workshop crafts or the industries 
just beginning to introduce factory methods, notably the textile manu- 
factures. The greater possibilities afforded for securing a rapid increase in 
output considerably hastened the shift to the factory system. 

The war also brought important reactions in the field of banking. The 
winding up of the United States Bank in 1811 broadened the field for the 
operation of state banks and forced the government to fall back on them 
for carrying on its fiscal operations, which were greatly expanded by the 
war. Its deposits with them facilitated the increase of their note issues and 
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loans, while the abnormal demand for loanable funds, by raising interest 
rates, made banking more profitable and gave an added impetus to expan- 
sion. As a result, the number of state banks rose from 88 in 1811 to 246 in 
1816 and the note circulation, which had been around $22 million in 1811, 
increased to some $100 million in 1817. 

The conservative influence of the United States Bank having been re- 
moved, reckless banking methods and expansion of credit were more than 
ever in evidence, at least outside of New England. There bad been a large 
inflow of specie in the prosperous years before 1808, hut %1 million had been 
sent abroad to pay off the foreign stockholders of the United States Bank 
and specie became increasingly difficult to obtain, the drain upon the supply 
in the South and the West being especially marked. Hence, when in 1814 
the British burned the Capitol at Washingtor;, the shock was too much 
for the overextended credit structure and specie payments were suspended 
by the banks outside of New England. This facilitated a further expansion 
of note issues and specie rose to a premium of 15 t<^ 20 per cent. To supply 
the need for small change, merchants anfl tavern keepers put out illegal 
issues of paper. Inability to get specie seriously embarrasvsed the govern- 
ment, and it lost heavily through the depreciation of paper money. This 
inflation of the currencv was also a factor in the rise of prices during the 
war, and the reckless bank mg practices of the pejriod increased the demeuid 
for the reestablishment of the United States Bank, which was finally pro- 
vided for shortly after the war ended. 

The close of the war, necessitating a rapid readjustment to more normal 
peacetime conditions, inevitably resulted in a widespread reaction during 
the succeeding years. The difficulties of those years, however, can be more 
conveniently described in connection with the account of the following 
period in which they merge. 

SUMMARY OF THE ECONOMIC DEVELOPMENT, 1765-1815 

Before turning to the new epoch in the economic history of the country 
which begins with the year 1815, we should summarize the results of the 
development that had taken place since the close of the colonial period. 
The variety of the factors that exercised an important reaction on the 
country’s history make this half century the most complex with which we 
have to deal; in no period of similar length have essentially political de- 
velopments been more momentous or more dominant in shaping that 
history, the nearest approach is that since 1914. Since, in consequence, the 
underlying and less conspicuous economic changes are apt to be lost 
sight of, there is the more need for a summary of the chief developments in 
the economic order tending to promote the efforts of the American people 
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to raise their standard of living which, it must always be kept in mind, is 
the main problem with which we are here concerned. 

The revolutionary changes in the framework of government during this 
period were destined to prove of the most fundamental importance eco- 
nomically as well as politically. The Revolutionary struggle helped to break 
down the strong colonial provincialism, independence ended all British 
control, and the infant republic provided the ideal about which the new 
spirit of nationalism could rally. When the weak government under the 
Articles of Confederation, still reflecting the spirit of provincial autonomy, 
was Anally replaced, through what seems little less than a miracle, by the 
adoption of the new Constitution, the Federal government had acquired 
the minimum of powers then deemed essential to its successful functioning 
in furthering the economic and political development of the nation. 

Fortunately, too, the flrst three administrations, being under the control 
of the Federalist party, were devoted to building up the power of the cen- 
tral government. Even the succeeding Republican administrations, founded 
on opposition to such a policy, often found it expedient in practice to accept 
what had been accomplished, while the more enduring influence of the deci- 
sions of the Supreme Court under the leadership of Chief Justice Marshall 
greatly strengthened the Federal authority. Though internal dissension 
still existed, and even threats of secession, as in the West or New England, 
these had a broader basis than the narrow provincialism of colonial times. 
The “era of good feeling” afler 1815 may be said to have marked, at least 
for the time being, the general acceptance of the authority and most of 
the powers then exercised by the Federal government. The replacing of 
the relatively autonomous thirteen colonial governments, still subject to 
some British control, by an independent nation under a central government 
was the flrst step toward the working out of a national economic order that 
could advance the economic well-being of all. 

Another political development during this period which was certain to 
have important reactions upon the economic order was the marked trend 
toward a more representative and democratic type of government. The dis- 
content of the unenfranchised or inadequately represented masses, which 
had played no small part in the Revolutionary movement, had resulted 
in securing extensive modifleations of the evils of colonial times in the new 
uamework of government, both state and Federal, that emerged from the 
upheavals of the struggle for independence. Although most of the states- 
men of the time still evinced a marked distrust of the masses, so that 
property qualifications for franchise rights were generally retained until 
swept away by the subsequent wave of Jacksonian democracy, it must be 
recognized that by 1815 the government was better representative in char- 
acter and much more responsive to the jxipular will than in 1775. That 
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such a shift in power would inevitably lead to important reactions on the 
economic life, since in no small measure it had been sought for that very 
purpose, was to be expected. Very naturally it was promptly employed to 
secure a more equitable distribution of wealth and of economic oppor- 
tunity. 

It is also to be noted that, besides securing more political power to the 
masses to effect such changes, this period was notable for the growth of a 
much more general demand for such changes. The social ferment engen- 
dered by the American struggle for independence was powerfully supple- 
mented by the French Revolution with its emphasis on the rights of man 
and by the closely related growth of the humanitarian spirit. These rising 
social ideals were certain to involve economic changes. 

With independence and the new Constitution, the nation was in a posi- 
tion to further economic progress in many v/ays. The power to tax enabled 
it to attain a fairly sound fiscal position and gave it resources to finance 
many useful activities otherwise impossible. The acquisition of a vast 
public domain furthered the orderly development of the West and enhanced 
the power of the Federal government. The establishment of complete free- 
dom of domestic trade was of th< utmost importanc'e, and the centralization 
of control over foreign h ade, shipping, and treaty arrangements was em- 
ployed to promote national economic interests. The provision of a uniform 
coinage, the creation of the United States Bank, the construction of im- 
portant roads, the development of the postal system, the authorization of 
patents and copyrights, the adoption of a uniform system of weights and 
measures, and the setting up of the Federal courts were all measures 
whereby the new government was able to further economic progress. 

In regard to the economic resources of the country, it is to be noted that 
this period was one which brought notable gains. The acquisition of Louisi- 
ana, doubling the area of the country, added vast and rich natural resources, 
though immediately this was chiefly important for giving control of New 
Orleans and the Mississippi River. The continued rapid growth of popula- 
tion, both through immigration and the natural increase, augmented the 
supply of labor. Migration to the West began to open up the untouched 
resources of that region, which the adoption of the public land system had 
made more accessible. The rapidly rising annual production of wealth, 
and especially the abnormal foreign demand for American products and 
shipping for the two decades ending in 1812 , made possible greater savings 
and helped, with the added foreign investments, to augment the acciimula- 
tion of capital available for productive purposes. Meanwhile, progress in 
science and the arts had made possible a more efficient use of these varied 
economic resources. New and important crops, notably upland cotton and 
sugar, had been introduced in agriculture and some improvements in 
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farming methods. The technological innovations in manufacturing and the 
very rapid expansion in this branch of economic activity after 1807 were 
particularly significant as furthering the attainment of a better rounded 
national economy. 

In addition to the gains made in increasing the quantity or improving 
the quality of the factors of production, this period also brought marked 
improvements in the economic organization of the country tending to 
increase the efficiency with which the economic resources were used. Par- 
ticulfiurly important among these were the improved facilities for trans- 
portation, at this time chiefly in the form of more and better roads but 
including the beginnings of canal construction and the use of steamboats. 
These in turn, with the expansion of the postal service and the spread of 
newspapers, greatly facilitated the means of communication. Combined 
with the removal of all restraints upon interstate commerce, these im}>rove- 
ments promoted an increase in both the volume and the relative importance 
of domestic trade which created one of the most striking contrasts between 
the situation in 1775 and that in 1815. 

This trend was also furthered by the development of financial institu- 
tions, which was also an outstanding contribution of the period toward a 
more efficient economic order. The ojiening of a mint and the coinage of 
specie, though the output was insufficient for the country’s needs, helped 
to provide a sounder and more uniform circulating medium. More impor- 
tant were the introduction and rapid spread of banking institutions. De- 
spite the many unsound practices that prevailed, the banks improved the 
provision of credit, promoted saving, facilitated endless financial transac- 
tions, and, by increasing the mobility of loanable capital, enhanced the 
likelihood that it would be diverted to the uses where it would prove most 
productive. The rapidly spreading provision for the use of the corporate 
form of organization helped in the development of a teger scale of business 
enterprise, while the slow rise of fire insurance provided means for meeting 
one of the serious risks of business. 

Finally, it is to be noted that the spirit of liberty and democracy that 
underlay the Revolutionary movement resulted in there emerging from 
this movement a social order which made for greater equality of economic 
opportunity among the people and a somewhat more equitable distribution 
of wealth and income. The shift in the distribution of wealth that accom- 
panied the Revolutionary upheaval was probably the greatest, relatively, 
that the country ever experienced. The rapid progress made in abolishing 
slavery in the North was an essential step in advance, though affecting 
but a small group. The abolition of primogeniture and entail promoted the 
breakup of the great landed estates. The opening up of the public domain 
and the sale of state lands on easy terms widened the economic oppor- 
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tunity available to those prepared to face the hardships of pioneer life. 
Better provision for public education, though very limited in scope at this 
period, marked another gain. 

Thus, through the increase in economic resources and the improvements 
in both the political and the economic organizations, this troubled period 
brought progress in the economic development of the new nation. Certainly 
the economic order that had been evolved by 181 5 showed a great- advance 
over that existing in 1775. On the foundations laid down during this period 
of transition, an essentially national economy based on a more efliciently 
functioning economic and s(x;ial order was emerging in place of the pro- 
vincial organization of the colonial period. On this foundation in the era 
of peace that followed, the country war. able to build with results that 
amazed the world. 




Part III 


WESTWARD EXPANSION AND THE RISE OF 
A NATIONAL ECONOMY, 1816-1860 


CHAPTliR XVI 

THE PERIOD IN GENERAL AND THE 
WORLD BACKGROUND 


Nineteenth-century Tendencies. Following the close of the long and 
exhausting Napoleonic wars, the Western world enjoyed a full century of 
comparative peace, for the wars that occurred during this period were 
relatively brief and never involved such widespread and destructive eco- 
nomic upheavals as had attended many of the wars of the preceding cen- 
tury. This contributed much to the phenomenal economic advance that 
characterized the nineteenth century. 

Among the outstanding developments of the nineteenth century which 
were of special significance in shaping the economic history of the world 
and which must be borne in mind as essential factors in the background of 
American economic history during this period, the following may be 
listed: 

1. The remarkable progress in the sciences, both natural and biological, 
and particularly the application of this knowledge through invention and 
belter technological methods to the processes of production. From the 
purely economic point of view, this was the most important development 
of the century, especially so since it underlay most of the other changes, 
though of course there was endless interaction. The introduction of new 
sources of power such as steam, oil, and electricity; the new machinery 
devised; the resulting rise of the railroad, the steamship, the electrical 
devices for the transmission of power or for communication ; and the whole 
modem factory system revolutionized the economic life of most of the world 
in a comparatively brief period of time. The unparalleled material progress 
attained through these changes has resulted in this period in world history 
being called the “Age of Materialism.” Because the sweeping changers 
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reacted upon all phases of social life, a study of the economic history of the 
century is also fundamental to an understanding of its political and social 
history. 

2. The rapid increase in the population of Europe and the great migra- 
tion of those people to the less developed regions of the world carrying with 
them their civilization and culture. Between 1821 and 1932, around 60 
million people left pAirope for some other continent; about 57 million of 
them migrated to the New World; 34 million of these went to the United 
States. Yet, despite this loss, the population of Europe, which was less than 
200 million in 1800, had more than doubled by 1900 ana oy 1933 was about 
520 million. 

3. The rapid increase in the accumulaUxl wealth and capital of the world 
and the outflow of capital from the richer nations of western Europe to 
less developed countries. The wealth accumulated by each generation and 
handed on to the succeeding generation greatly increased the productive 
capacity of the world, especially . s it became ej \bodicd in more efficient 
forms of capital goods. Thus capital and ii-s control became increasingly 
important factors in the whole social order. 

1. The rise of a demand for greater economic freedom — the tendency 
toward a policy of lais^^.zfaire on the part of the state, as contrasted with 
the elaborate system of regulation and control inherited from the past, 
which proved ill adapted to the new conditions that were so rapidly chang- 
ing the economic life of the period. However, these changes created new 
problems and soon led to a demand for many new forms of state control. 

5. The growing spirit of nationality and the rise of large and powerful 
nations or empires in whose political life ec(3nomic interests played an 
important part and greatly accentuated international economic rivalries. 

6. The rising spirit of liberty, democracy, and humanitarianism; the 
demand on the part of the masses, not only for greater political power but 
also for a greater degree of economic freedom, industrial democracy, and 
social well-being. The more radical programs were reflected in Ihe spread 
of socialistic and communistic groups. These demands were destined to 
play an important part in shaping the economic as well as the political and 
social history of the century. 

Bearing in mind these outstanding nineteenth-century trends, we can 
now turn to a brief survey of the economic developments outside of the 
United States during the portion of that century up to 1860 with which we 
are now concerned. Because the United States was more immediately 
reacted upon by the developments in western Europe, the changes in the 
three leading nations. Great Britain, France, and Germany, will be noted 
in more detail and those in other parts of the world that were of significance 
for the United States can be briefly summarized. 



236 


WESTWARD EXPANSION 


Great Britain, 1815-1860. The nineteenth century marks the rise of 
Great Britain to a position of economic dominance among the great powers. 
In the seventeenth century she had ranked behind France, Spain, and 
Holland in economic impcjrtance, though rising rapidly. In the eighteenth 
century she was still behind France in population, wealth, industry, and 
commerce. During the course of the nineteenth century, she forged ahead 
of her ancient rival in all these respects, and until the latter part of the 
century retained an undisputed preeminence among the economic powers 
of the world. This was England’s great century. How did it come about? 

The prolonged period of internal revolution and foreign wars from 1789 
to 1815 left France disorganized and exhausted; her recovery required well- 
nigh a generation. Meanwhile England, safe in her island stronghold with 
the establishment of her lirm command of the seas, escaped the ravages of 
war, though piling up a huge debt, and maintained much of her ocean 
commerce, though at tirne-s it had Ijeen impaired. Also, she had been rapidly 
perfecting and introducing the remarkable series of inventions which by 
1815 gave her the leadership in manufacturing among the nations of the 
world. 

Partly as a result of the consequent w-onomic development, a rapid 
growth of population occurred, the total for the United Kingdom rising 
from 15 million in 1801 to 29 million in 1861, despite a large emigration, 
chiefly to America. In England and Wales, where nearly all of this increase 
took place, the population more than doubled so that in 60 years the growth 
exceeded that in all the preceding centuries. In view of the limited area and 
resources of the British Isles this created serious problems in providing the 
necessary food and devising means for getting a living for all these people 
(see the chart on page 116). 

The chief opening i’or employment that developed was in the field of 
manufacturing. This growth was based upon the introduction of the remark- 
able series of inventions between about 1770 and 1830 which has led to this 
period’s being called tliat of the Industrial Revolution. During these years, 
the steam engine was made available to provide motive power in factories 
and on railroads, coal began to be used for power and the great coal re- 
sources of Great Britain were rapidly developed, tools for making machines 
were devised, mechanical engineering arose, and great progress in industrial 
chemistry occurred. Many industries, notably the iron and steel and cotton 
manufactures and more slowly the woolen manufacture, were revolutionized 
by the intnxluction of factory methods. At first there was much suffering 
among the workers displaced by the machines, leading to outbreaks of 
violence, but eventually manufactures expanded so as to employ a larger 
proportion of the growing population than ever. 

Mthough the inlro(lu(*lion of the new technology hastened the repeal or 
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abandonment of old laws and customs developed under earlier methods of 
production and thus gave workers greater freedom of action, it also gave 
rise to many new problems. The conditions surrounding work in the 
factories or in the mines and the rapid rise of great industrial cities were 
attended by evils that led to a demand for labor legislation and better safe- 
guards to protect health in the cities. This marked the beginning of a new 
field for the activity of the state in relation to industry. 

Although England has always benefited from the fact that few places 
were far distant from water transportation, the cf)si of overland transport 
has been heavy. During this period, various improvements in inland trans- 
port helped to minimize this obstacle and to promote specialization and 
division of labor. Better roads were built; many canals \^ere constructed 
and rivers made navigable between 1761 and 1860, often cutting the cost 
of transportation by three-fourths, while the introduction of railroads 
starting in 1825 and rapidly pushed during the 1840’s, provided a system 
of 7,000 miles by 1850 that connected all the larger cities. 

Under the leadershif) of the Bank <^f Engl/aid and aided by the spread of 
joint-stock banks, the banking s%stem was developed so that it became the 
most advanced of all countries. London replaced Amsterdam as the 
financial center of the world and, as British capital accumulated more 
rapidly, it flowed out to other lands in an ever-increasing stream. 

Despite the great improvements that took place in English agriculture 
after the middle of the eighteenth century through new crops, a better 
system of rotation, and better breeding of livestock, all facilitated by the 
enclosure movement which drove many yeomen and small tenants to 
industry or emigration, England found herself increasingly dependent upon 
imports to supply the food required for the growing population. The duties 
on imported foodstuffs tended to increase the cost of living and so were 
opposed, not only by the industrial workers but also by the manufacturers 
who felt that they necessitated the payment of higher wages. The frightful 
famine that occurred in Ireland on the failure of the potato crops in 1845- 
1846, when hundreds of thousands died of starvation and others escaped 
only by emigration, brought this problem home to the nation in the most 
ghastly manner. This led Great Britain in 1846 to abandon the old policy 
of protection to agriculture embodied in the corn laws and increasingly 
to seek cheap food for her growing population from foreign lands. 

The rapid expansion of manufacturing industries also necessitated in- 
creased imports of raw materials, for England’s natural resources, except 
for coal, were very limited in amount as well as in variety. Even the domes- 
tic supply of wool, a resource which for centuries had been the great staple 
export, now proved insufficient. Timber and other supplies for the ship- 
building industry along with the better grades of iron ore had long been 
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imported, and the newly risen cotton manufacture added another great 
staple to the growing list of imported raw materials. At the same time, the 
rising output of her industries led England to seek foreign markets in which 
to dispose of the surplus, an effort that was greatly facilitated by her 
superior efficiency in many lines of production. As a result, England’s 
foreign commerce was increasingly made up of imports of raw materials 
and foodstuffs and her exports of finished manufactures. This also caused a 
steady growth in the importance of foreign trade in the economic life of the 
nation. 

Basically, these developments simply meant that England as a nation 
was coming to specialize in manufacturing and in the foreign trade that 
such specialization inevitably involved; in short she was shifting to what 
may be called the stage of an “international” economy in which she became 
increasingly dependent upon other countries for supplies of raw materials 
and foodstuffs and for a market for her manufactures. 

Such a step in economic development confronts a nation with most 
momentous problems, for it involves serious dangeis along with its many 
advantages. Had luiglarid chosen to remain more self-sufficing econom- 
ically, it would have checked the growth of population and wealth and to 
that extent made her less powerful politically; but she would have been 
less dependent economically on the rest of the world. On the other hand, 
by specializing in manufacturing it was possible to sustain a much larger 
population in the British Isles, to accumulate greater wealth, and to secure 
a higher standard of living; but, if her foreign trade were ever cut off, the 
nation would face ruin and starvation, a possibility only too vividly brought 
home to England during the First World War. It was to prevent such a 
danger, as well as to protect her far-flung empire, that England sought to 
maintain her supremacy on the seas. The specialization that the nation 
chose, or at least drifted into, was in line with the predominant trend toward 
a more nearly world-wide economy which is shown in the whole course of 
history. 

With this development there came a complete shift in England’s com- 
mercial policy from the Mercantilist System with its extensive regulation of 
commerce to free trade. Since English manufacturing industries were 
generally the most efficient, they needed no protection, and they naturally 
opposed import duties on raw materials and also on foodstuffs, fearing that 
the latter would necessitate paying higher wages. It was also felt that a 
free-trade policy might lead other nations to admit British products on 
more favorable terms. As a result of a series of measures, starting in 1825 
and including the repeal of the com laws in 1846, England by 1860 became 
a free-trade nation. 

Increasing foreign trade necessitated more shipping and made low freight 
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rates desirable. Although the British merchant fleet dominated the ocean- 
carrying trade of the world and its registered tonnage nearly doubled be- 
tween 1815 and 1860, it faced a growing competition, chiefly from the 
shipping of Baltic ports, of the Scandinavian fcountries, and of the United 
States. Her Navigation Laws now deprived England of the chance to buy 
the cheap ships that she had obtained from the thirteen colonies, though the 
Canadian Provinces supplied some of this deficiency. The slow introduction 
of iron in the construction of ships and of steam for motive power, scarcely 
started before 1840, was a change destined eventually to give England a 
great advantage in shipbuilding, but so far as cargo vessels were concerned 
the effects were relatively slight previou.-) to 1860. Under such circum- 
stances, an effort to increase the proW-tion afl’orded by the Navigation 
Laws might have been expected, yet the infUience of the manufacturing 
and trading interests combined with the general reaction against mer- 
cantilist policies were such that this period saw these laws, which for 
several centuries had been looked upon as the vei / palladium of British sea 
power, swept from the statute books. Up to 1846, the process of undermin- 
ing these laws proceeded very slowly and took the form of a long series of 
minor exceptions and modifications, such as those granted American ships 
as early as 1783; but tii ^ abandonment of the general policy came suddenly. 
In 1847, as a result of the Irish famine, the Navigation l^aws were tem- 
porarily suspended; in 1849, they were repe^aled, except for the coastwise 
trade and the requirement that three-quarters of the crew be British sub- 
jects, restrictions which were also abolished in 1854. Though many feared 
that the navy would be weakened and shipping interests prophesied that 
“The Americans would become the great carriers of the world,” later de- 
velopments dispelled these apprehensions. 

Just as the outflow of the growing population and wealth of the British 
Isles to the colonies contributed to their development, so that development 
in its turn contributed to the progress of the mother country. The Napole- 
onic wars had brought the empire new possessions including British 
Guiana, Cape Colony, and Ceylon, but thereafter until the last quarter 
of the century the keen struggle for colonies that had marked the preceding 
centuries was greatly abated. Strong doubts arose as to the advantages of 
such possessions, especially in England. It was pointed out that too fre- 
quently the colonies were lost, as in the case of the United States or so 
many of the possessions of France, Spain, and Portugal. Also, it was 
claimed that most of the advantages of their trade could still be obtained 
without political control, just as England was still dominant in the foreign 
trade of the United States. Thus, as far as the British government was 
concerned, no definite and vigorous policy of imperial expansion was 
followed. Such expansion as did take place was more likely to be the result 
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of the private initiative of traders and of settlers in the colonies seeking new 
fields for exploitation. To divert emigrants to her colonies, as well as to 
relieve the distress among her workers, England in the late 1820’s adopted a 
policy of assisting emigration. British traders, bankers, and other entre- 
preneurs also helped to direct the flow of capital to the colonies. The grow- 
ing mobility of labor, capital, and business enterprise which these move- 
ments reflected helped to hasten the economic development of the world 
as well as that of the British Flmpire. 

The Development of France to 1860. Until near the close of the 
eighteenth century, France had been the richest and most powerful nation 
of western Europe. The chaos of the French Revolution followed by the 
prolonged Napoleonic wars exhausted the country and set back its develop- 
ment for fully a generation. When France finally emerged from the struggle, 
her position of economic supremacy had passed to her agelong rival, i ireat 
Britain. 

This period of upheaval helped to sweep away many of the t'ld institu- 
tions, habits, and regulations that had previously checked de\elopnierit; 
the burdensome and unequal taxes, the restrictions on manufactures and 
commerce, and the concentration of land ownership were modified or cast 
aside altogether as unfitted for the changing economic conditions and social 
ideals of the period. Yet the process of readjustment was difficult, and it 
took time for the beneficial results to develop. 

The population of France continued to grow, but at a much less rapid 
rate than in England, the total rising from about 27 million in 1800 to over 
36 million in 1860. The greater portion of the people was engaged in agri- 
culture, and a larger percentage of this group than in most European coun- 
tries was made up of peasant proprietors owning their own land. The 
industry and thrift of this class were among the most important economic 
assets of France, though the introduction of better methods in agriculture 
proceeded rather slowly. Some progress was made in developing better 
grades of livestock and new crops such as the sugar beet and the potato, 
while a better system of rotation reduced the land left fallow each year. 
Thus aided, the increase in the country’s food supply fairly kept pace with 
the growth of population and France remained nearly self-sufficing as far 
as food was concerned. 

Although France had a road system far superior to most in the eighteenth 
century and had started a canal system, both of these were rapidly extended 
during the first half of the nineteenth century. Supplementing these, under 
government aid, the construction of the main trunk lines of a railroad 
system had been practically completed by 1860, thus greatly improving 
the transport facilities available for agriculture and industry. 

During the decade 1825-1835, the new manufacturing methods began to 
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be introduced, but only very slowly. High duties on machinery checked its 
use, and by 1850 the total horsepower in mines and factories supplied by 
steam engines was not much over 65,000. The greatest advance occurred 
in cotton manufacturing, though the silk and woolen industries also showed 
progress. Lack of adequate or usable iron and coal resources limited the 
growth of the iron manufacture, the output of which in 1850 was barely 
600,000 tons. Mfxst French industries continued to be o{)erated by small- 
scale plants, especially those turning out the highly finished and artistic 
products for which the country was noted. 

On the return of peace, the industries that had been expanded as a result 
of Napoleon’s eiforts and wartime conditions joined with the agricultural 
interest in a demand for protection. The result was a system of very high 
duties and often an absolute prohibition of imports which was continued 
until, in the 1850’s, a shift toward a more moderate level was inaugurated. 

This restrictive commercial policy was among the factors that checked 
the growth of the country’s foreign commerce. It was not until the 1830’s 
that- the value of her foreign trade again equaled the figures attained in the 
preceding century. After 1850, stimulated by greater freedom of trade and 
rising prices, the figure mounted rapidly and by 1860, though barely three- 
fifths that of (Ireat Britain, it exceeded that of any other country. The 
merchant marine had been practically annihilated during the Napoleonic 
wars, and subsequently, in the face of keen competition, its growth was 
slow, being dependent largely upon the expansion of the nation’s foreign 
trade and the protection afforded by law. In 1850, it carried less than half 
of the foreign trade and, despite rapid growth in the following decade, it 
included barely a million tons in 1860, making it third in the world but 
still far below that of Great Britain or the United States. Thus, in 1860, the 
relative economic position of France was in many respects inferior to that 
which she had enjoyed in the eighteenth century. 

The Development of Germany to 1860. The development of Germany 
during this period was of significance less for its actual reaction on the rest 
of the world at the time than for the later growth for which it helped to 
prepare the way. At the close of the eighteenth century, Germany could 
hardly be called a nation; rather it was a jumble of little states, principali- 
ties, and free cities, which the Napoleonic wars reduced from over 300 to 38. 
Economically little progress had been made since 1650. Agriculture was 
the main pursuit of the great portion of the people, though many cultivators 
of the soil also carried on home industries. In the more populous sections, 
skilled craftsmen plied their various trades on a small scale. A little mining 
was carried on, and in the old trading cities the merchants enjoyed a share 
in the limited foreign trade of the day, but the obstacles to trade made an 
essentially provincial economy generally prevalent. 
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Though the devastation wrought by the Napoleonic wars was particu- 
larly severe among the German states, the social upheaval involved, as is 
so often the case in a prolonged war, was not without some ultimate 
benefits. In addition to the great reduction in the number of petty political 
units, a marked impetus was given to freeing the serfs on the land, and the 
monopolistic control of the guilds in many industrial centers was greatly 
weakened. In agriculture the conservative peasants tended to adhere to 
their old ways, but the larger landowners, especially those in the East, were 
steadily introducing better methods. In manufacturing, little progress was 
made in adopting the new machinery and factory organization until the 
middle of the century. The population increased from over 21 million in 
1800 to nearly 38 million in 1860, showing a rate of growth much below 
that of Great Britain but greater than that of France: by the end of this 
period it had surpassed that of the latter country (see chart on page 116). 

Developments particularly significant for their efiect upon economic 
growth were the int roduction of better facilities for transportation and the 
abolition of the innumerable tariff barriers and restrictions on internal 
trade. Traffic on the extensive river system and the few canals was pro- 
moted by the removal of various charges and on the larger streams by the 
introduction of steamboats. Though improved roads were notably lacking, 
not much advance was made after 1815 until around 1850, after which 
construction was rapidly pushed. For this reason the introduction of 
railroads, starling in 1835 and leading by 1850 to a system of some 3,000 
miles well devised to promote long-distance traffic, was especially impor- 
tant. Meanwhile, under the leadership of Prussia, the Customs Union or 
Zollverein was organized in which a group of states joined together in 
abolishing the customs duties on trade between members, and levied 
moderate duties on goods imported from elsewhere. By 1834, it included 
about three-quarters of modern Germany; by 1860, it embraced nearly all 
of the country. The duties tended to protect manufactures, particularly 
those facing English competition, but the general level of rates was very 
moderate. 

Although these developments were most significant for the stimulus given 
to internal trade, they also furthered the growth of foreign trade as well as 
that of the merchant marine, though the latter remained comparatively 
stiidll. The fact that the chief exports were agricultural products such as 
wheat, vegetable oils and seeds, wines, and wool while manufactured goods 
were a minor element, but suggests the stage of German development. In 
fact it has been said that in 1850 Germany was nearly 100 years behind 
England in economic development. Though progress was being made, it 
was during the latter part of the century, chiefly after securing political 
unity under the Empire, that the economic modernization of the country 
was carried through. 
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The Economic Development of Other Lands. Among other European 
countries, Belgium, after securing independence in 1830, developed mining 
and manufacturing fairly rapidly with the aid of the new technology. 
Holland remained devoted to intensive agriculture and to trade, though 
losing ground relatively in the latter field and markedly so in her merchant 
marine. The Scandinavian countries were increasingly successful in develop- 
ing their extractive industries, shipbuilding, and the carrying trade. Spain 
and Portugal, deprived of their most valued colonies, were of minor 
significance. Italy was still a group of petty states no longer of much com- 
mercial importance. Austria-Hungary was more backward than Germany. 
Russia, still lacking railroads, was an essentially medieval country prac- 
tically untouched by Western development, though sending out agricul- 
tural and forest products from her Baltic ports and, following the opening 
of the Dardanelles, wheat from the Black Sea ports. 

The increasing social unrest in Europe broke out in 1848 in a series of 
revolutionary uprisings in several countries. These reflected the growing 
aspirations of the middle and lower classes. Though their immediate 
objective was generally greater political freedom and the revolts were 
suppressed, the ferment aroused did eventually hasten the economic re- 
forms that were the main objectives besides stimulating the spread of so- 
cialistic and other radical ideals. 

The developments in other continents of most significance for our pur- 
poses were those reacting upon the world's commerce. With the abolition 
of the slave trade, the commerce of Africa became less important for, aside 
from some increase in the exports of farm products from the JVlediterranean 
coast and of pastoral products from the slowly growing Cape Colony, there 
was little change and the interior of the continent was still being explored. 
In Australia settlement was started with the founding of a penal colony 
in 1788 to which England turned to ship convicts after the loss of, her Amer- 
ican colonies. Under the stimulus of government aid, a small stream of free 
British emigrants was diverted to this continent so that by 1851 its white 
population had risen to over 400,000. Wool became Ihe great staple of these 
colonies and by 1850 England, previously chiefly dependent on the C'lonli- 
nent for her imports, was getting half of them from this source. The dis- 
covery of gold in 1851 led to an influx of nearly 600,000 people during the 
next decade while the output of the mines for that period, totaling some 
$600 million, was very similar to that of California. 

In India, the British East India Company continued to expand its 
control over the native states, but England took over the government after 
the Mutiny of 1857. The Company’s loss of its monopoly of the country’s 
trade in 1813 was followed by a marked growth in that trade so that, unlike 
the eighteenth-century situation, it became far more important to hmgland 
than the trade of her West Indian colonics. At the same time, the character 
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of the trade was shifted to increasing exports of Indian raw products and 
imports of British manufactures. The Dutch East Indies continued to 
send their valuable tropical products to Europe. After about 1840, as the 
result of a series of wars, China opened new ports to foreign trade, thus 
considerably increasing the commerce with that country. Japan, practically 
closed to foreign trade for two centuries, opened her ports after a series of 
treaties between 1854 and 1858. 

In Central and South America the colonies of Spain and Portugal had 
established their independence by 1822 and, once freed from the restrictive 
commercial policies of those countries, their commerce slowly but steadily 
rose, raw products being exported and manufactures imported. Unstable 
governments, the lack of capital and railroads, and the generally backward 
state of the population made economic progress very slow. Of the Iwo 
leading countries, Argentina was devoted to pastoral pursuits and exported 
wool, hides, and tallow; Brazil, after the output of her gold mines fell off, 
reverted to sugar and cotton but also became an important exporter of 
coffee. Until about 1850 in order to secure the labor needed for Ihctse crops, 
she obstructed the efforts to end the slave trade. Mexico, Bolivia, and Peru 
continued to provide most of the world’s supply of silver, but there was a 
substantial decline in the output from the high point reached around 1800. 

In the West Indies, the development of which had been such an important 
factor in the economic life of the colonies, this period brought a marked 
change. The world found other sources of supply for the great staples such 
as sugar, cotton, coffee, and indigo, the output of which had made these 
islands so valuable in the eighteenth century. Haiti, the greatest sugar 
producer of the group, lapsed into semibarbarism on attaining independ- 
ence. The British and French islands, already suffering from soil exhaustion, 
were hard hit by the abolition, first, of the slave trade and, then, of slavery 
and, finally, by the rise of the beet-sugar industry in F.urope and the grow- 
ing competition from the cane sugar of the Fur East. On the other hand, 
Cuba, and to a less extent Puerto Rico, grew rapidly under a more liberal 
Spanish policy, and Cuba became the great sugar producer of the grou]). 
Although their growth more than offset the decline elsewhere, the West 
Indies quite lost their eighteenth-century importance in world trade. 

In Canada, the increase in the white population was at a more rapid 
rate than in the United States, though the absolute growth was much 
smaller. The population, originally chiefly of French origin, was first largely 
augmented by the influx of lx)yalists after the Revolution, and subse- 
quently by a large immigration from the United Kingdom, 1826-1834, and 
again after the Irish famine. Many of these immigrants later moved on 
into the United States. By 1861, the population had risen to some 3.2 
million. At this time the better farming land in the region east of Lake 
Huron had been occiipied but, aside from the small Red River settlement 
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and scattered outposts in British Columbia, the West remained unsettled. 
To take advantage of its great inland waterway and provide the transport 
facilities so essential for growth, a series of canals and river improvements 
was constructed opening up the route through the Great Lakes and down 
the St. Lawrence. A 9-foot channel from Lake Huron down was provided 
by 1818, but the hope of diverting much American traffic away from the 
I'>ie Canal was not realized. 

Of the two great staples of the colonial period, fish and furs, the former 
remained important but the latter in time lost its significance. In its place 
arose lumbering and its related industries, especially shipbuilding, stimu- 
lated by preferential treatment in the British market till this advantage 
was lost in the 1810’s. As population increased, agriculture expanded, 
especially the growing of wheat, which enjoyed a similar stimulus till it 
also was lost with the repeal of the corn laws. The ending of the preferential 
treatment of these two staples, which had been the chief strictly econogaic 
gain derived from the imperial connection, led to a demand for annexation 
to the United States among certain groups and was a factor in securing the 
reciprocity treaty of 1854 which greatly increased the trade between the 
two countries. The union of Upper and Lower Canada in 1841 promoted 
the sorely needed greater political and economic unity and was followed b> 
England’s first substantial concessions to self-government. However, the 
economic life of the Maritime Provinces had rather meager connections 
with the rest of the country, and that of the Far West had almost none. 

In general, the result of these developments in the more backward conti- 
nents was to increase the supply of foodstuffs and raw materials needed 
by the nations of western Europe and, to a lesser extent, the United States, 
and also to provide an expanding market for the manufactured products of 
those countries. At the same time, it offered new outlets and opportunities 
for the growing population and accumulating capital of Europe. In short 
it meant a step in advance toward a more nearly world-wide specialization 
and division of labor, resulting in a more complete and effective utilization 
of the economic resources of the world which enabled all countries partici- 
pating to raise their standard of living. 

Outstanding Characteristics of the Period 1816-1860 in the Eco- 
nomic Development of the United States. After the close of the War 
of 1812, the United States entered upon a new epoch in its economic history. 
Following such a prolonged period of disturbances arising from wars, the 
rettum of peace, which endured almost without interruption till 1861, 
allowed the country to devote its attention and energy to its own affairs, 
and European political events ceased to play the important role they had 
played theretofore. Now that independence had been attained and a policy 
of isolation had been adopted, the absence of powerful neighbors and its 
growing strength enabled the nation to turn its back upon the Old World, 
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face to the West, and become absorbed in the task of exploring and develop- 
ing the vast domain endlessly spread out before its vision and awaiting only 
the quickening touch of its hand to become an Eldorado. 

In fact, this West and the problems connected with its development be- 
came the dominant factor in the economic, political, and social life of the 
nation during this period; at no other period was the influence of the West 
so all-pervasive. It was the desire to exploit the resources of the region 
that led to the territorial acquisitions which extended the borders of the 
country to the Pacific and fulfilled the concept of “manifest destiny.” The 
wealth of untouched natural resources was the most important factor 
tending to differentiate economic conditions and development from those 
in the countries of western Europe. Largely because of the opportunities 
thus offered, European emigrants and capital were attracted to this country 
in steadily growing volume. 

A second factor of basic importance during this period was the change 
in the economic order resulting from the slow introduction of modern 
capitalistic industry. The use of the new machinery and of steam fc»r power, 
based on the recent inventions, led to the rise of the factory system and 
the revolution in transportation incident to the appearance of the steam- 
boat and the railroad. The growth of credit institutions, chiefly banks, 
helped to facilitate the provision of the capital required by these develop- 
ments. One result of the progress in manufacturing was to make the nation, 
relatively speaking, more nearly independent economically than it had 
been theretofore. The improvements in the transport facilities together 
with other developments helped to complete the breakdown of the local 
or sectional economy; specialization and division of labor were promoted; 
internal trade was greatly expanded; an increasing number of ties bound 
the different sections of the country together economically. Thus an essen- 
tially national economy was developed. 

All these changes created new problems of social and economic readjust- 
ment to meet the altered conditions. The greater part of the resulting 
legislation required fell within the domain of powers allotted to the states, 
and in consequence there was a substantial expansion in the scope of the 
laws regulating economic activities, while there was also an increase in the 
number of goods and services that the states or their political subdivisions 
attempted to supply. A similar trend, though much less marked after 
about 1828 because of the growing power of the strict constructionist 
group, appeared in the sphere of Federal activities. This general trend in 
both state and Federal activities was accentuated by the rising demands 
and the growing power of the masses, following the surge toward greater 
democracy starting in the 1820’s as well as by the spread of the humani- 
tarian spirit. 




Chapter XVII 


POPULATION GROWTH AND THE PUBLIC 
DOMAIN 


The Growth of Population. During this period, the population con- 
tinued to grow at about the same high rate as prevailed during the colonial 
period. The average rate of increase in each decade from 1790 to 1860 was 
about 35 per cent, a trifle lower in the decades between 1810 and 1840, a 
little above that during the other decades. In consequence the total popula- 
tion rose from under 4 million in 1790 to 9.6 million in 1820 and 31. i million 
in 1860. This rapid rate of growth, many times greater than that of the 
nations in western Europe (see the charts on pages 416 and 450), gave the 
United States by 1860 a total population greater than that of the United 
Kingdom and not far below that of France or Germany. This fact alone 
was of the greatest importance in increasing the relative economic and 
political strength of the nation and raised it from a position of relative 
weakness to one among the great powers of the world. 

Of the total population in 1860 nearly 4.5 million were Negroes and about 
4 million of these were slaves. After the abolition of the slave trade in 1808, 
the decennial rate of increase of this racial group was always below that 
of the whites; by the decade 1850-1860 it had fallen to 22 per cent. The 
greater rate of growth among the whites was partly a product of the high 
natural rate of increase that still prevailed and partly a product of the 
steadily mounting number of immigrants, for in 1860 there were over 4 
million foreign-born, practically all whites, in the population. 

Immigration. After the return of peace in 1815, immigration quickly 
revived. Government statistics of the inflow are available since 1821 and 
are shown in the charts on pages 451 and 453. The influx averaged 14,000 
a year in the 1820’s, rose rapidly till 1837, remained nearly stationary till 
1846, and then spurted upward to a peak of 427,000 in 1854, after which it 
quickly dropped to less than half this figure, though the annual average 
for the 1850’s was nearly 260,000. Although the fluctuations in I he move- 
ment were generally closely related to the prosperity or depression pre^ ailing 
in this country, the sudden advance after 1845 was a product (1) of the 
Irish famine and (2) of the European revolutionary upheavals of 1848, 
particularly in Germany, though an agricultural depression there was also 
an important factor. 
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The smaller volume of imports relative to exports allowed space for 
immigrants on the ships returning from Europe, and with the growth of 
foreign trade competition for the immigrant traffic tended to reduce the 
feure charged so that by the 1830’s it had fallen to between $20 and $30. 
This was also one factor in the disappearance of the redemptioner system 
following the depression of 1819. The course of shipping also determined 
the port of the immigrant’s arrival; out of a total of 5.4 million arrivals 
between 1821 and 1860 3.7 million were at New York, 550,000 at New 
Orleans, and most of the remainder at Boston, Philadelphia, and Baltimore. 
The sailing vessels commonly took 5 to 6 weeks to make the westward 
passage, and it was not until the 1850’s that steamships began to seek the 
immigrant traffic. 

The countries from which most of these immigrants rame were the same 
that furnished the stock, other than slaves, that had populated the colonies. 
The percentage from Great Britain proper was smaller and that from 
Germany and Ireland larger. Previous to 1850, when the lure of California 
gold attracted many from other countries in Europe as well as the Chinese, 
there were few immigrants from outside Germany or the British Isles. The 
arrivals from Ireland, however, unlike the Scotch-Irish stock of Presby- 
terian faith so predominant in colonial times, were chiefly of Celtic stock 
and of the Roman Catholic faith, a fact partly responsible for arousing some 
opposition. 

In general, the country welcomed this addition to its labor supply with 
open arms. Many railroads and some manufacturers had agents in Europe 
to secure immigrants, and there was little opposition even among the labor- 
ing class, yet some did appear. It was found that a much ledger percentage 
of the foreign-born than of the natives became public charges and that 
paupers were being sent over to escape the cost of their support. Also the 
marked increase in the number of Roman Catholics led to opposition on 
religious grounds. In 1834 anti-Catholic riots broke out in New York and 
the Native American political group arose reflecting this opposition. In 
the 1850’s the Know-Nothing party developed still more strength. To 
check the influx, the states where most of the immigrants landed passed 
laws imposing a nominal head tax or requiring a bond that the immigrant 
would not become a public charge within a few years; but the constitutional 
powers of the states were too limited to secure appreciable results. The only 
action on the part of the Federal government sought to aid and protect the 
immigrant through a series of laws, beginning in 1819 and considerably 
strengthened after 1846, requiring better accommodations on immigrant 
ships. 

The Expansion of the Public Domain. As settlers pushed westward 
and took up the most desirable land, later comers began to venture beyond 
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the country’s political boundaries in the search for furs, minerals, and 
fertile fields. The demands of such groups backed by others in the East 
furthered the growth of expansionist sentiment. So rapid was the westward 
movement that barely a generation after Che acquisition of Louisiana 
Territory, when statesmen doubted whether most of that region would ever 
be settled, further acquisitions were being demanded. 

In 1819, Florida was obtained from Spain for $5 million, thus rounding 
out political control and eliminating a source of international disputes in 
that section of the continent. The influx of Americans into Texas, where 
the population rose to around 30,000 by 1835, hastened that state’s declara- 
tion of independence from Mexico in 1836 and its emnexation in 1845, 
(hough in this case the state retained the title to about three-quarters of 
the land. The settlement of the long-standing dispute with Great Britain 
over the Oregon territory in 1846 gave this country the portion south of 
the 49th parallel of north latitude and so extended its border to the Pacific. 
The acquisition of New Mexico and California in 1848 following the Mex- 
ican War fairly rounded out the prevalent notions as to the country’s 
“manifest destiny.” The small Gadsden purchase in 1853 was for the 
purpose of securing an easier railroad route to the Pacific. The resulting 
total area of over 3 million square milas was more than triple that of 1783 
and made the country roughly fifteen times as large as France or the 
German Empire and twenty-five times larger than the United Kingdom. 
But the character of most of the region secured during this period was very 
different from that in the eastern half of the country. Although it included 
rich timber and mineral resources and vast grazing areas, by far the greater 
portion, particularly that between the 100th meridian and the Sierras was 
too arid for ordinary farming and held little prospect of supporting a dense 
population. 

The Acquisition of Land from the Indians. Following the usual 
colonial practice, the government sought to secure a title to the land occu- 
pied by the Indians before it was opened up and sold to the whites. The 
latter, impatient with the government’s delays, constantly invaded the 
Indian’s hunting grounds, and the resulting Indian outbreaks furnished a 
frequent excuse to compel the aborigines to surrender their titles and move 
farther west. 

The policy adopted by the government at this period was to negotiate 
for the removal of the Indians to the region beyond the Missouri River 
or Arkansas where reservations were created upon land which it was then 
assumed the whites would not soon want. There were also a few reserva- 
tions in states to the east where such of the old tribes as still survived were 
permitted to live in peace. By 1830, practically all of the land east of 
Kansas and Nebraska and south of Iowa and Wisconsin had been ceded 
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by the Indians except for two considerable sections in the lower South. 
Before 1840, these tracts were also obtained and by that time nearly all 
the tribes had been removed to Indian Territory or other lands west of 
the Missouri. 

The Policy in Disposing of the Public Domain. Previous to 1816, 
most settlers in the West had usually taken up state land which was sold 
at a lower price than the land in the public domain. But as the supply of 
good state land dwindled and the influx of settlers rapidly rose, the regu- 
lations governing the disposition of the public domain assumed greater 
importance, and the issues aroused continued to be one of the leading causes 
of political controversy throughout this period. 

The resulting legislation can be explained only as the product (1) of con- 
flicting economic interests of different sections or groups as to the disposal 
of the public lands and (2) of the fact that in politics this issue became tied 
up with such other issues as the tariff, internal improvements, and slavery. 
In consequence, the laws enacted were generally Ihe result of political 
compromises reflecting the varying economic interests of different sections 
on several issues. 

In the East, manufacturers were generally opposed to cheap Western 
land for fear it would drain off their supply of labor. But if receipts from 
the sale of public lands were large, it would lessen the need for customs 
duties, which were the chief source of national revenue, and might lead to 
a reduction of those duties, which the manufacturers did not want. Hence 
they were willing to use the receipts for internal improvements or to give 
them to the states, particularly as the West wanted this and might thereby 
be induced to support tariff duties or other measures that the East desired. 
This was the basis of Clay’s National System. Eastern farmers took a 
similar stand, fearing the competition of Western products. The Eastern 
laboring classes, however, after about 1820 began to demand free land, 
believing that easy access to the land would help to raise the level of their 
wages. 

In the South, where after 1820 there was strong opposition to protective 
duties, it was hoped that large receipts from the public land sales would 
lessen the need for customs duties. For the same reason, the use of these 
receipts for internal improvements was opposed, the more so as this ran 
counter to the principle of strict construction of constitutional powers 
which prevailed in that section. After about 1840, the South began to feel 
that free land would be inimical to slavery as nonslaveholding farmers were 
likely to settle the West more rapidly than those interested in slavery. This 
fear was increased by the Kansas-Nebraska Act of 1854 and the acceptance 
of the doctrine of squatter sovereignty under which the settlers of each 
territory were to decide by a majority vote whether it should come into 
the Union as a free or a slave state. 
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In the West, nearly everybody wanted to have access to the public lands 
made as easy as possible to attract settlers and hasten economic develop- 
ment. This section also wanted aid from the government to finance internal 
improvements and other enterprises and so favored using the receipts from 
land sales for this purpose or gifts of land to the states. As one state after 
another was admitted to the Union, the political influence of the West 
steadily mounted and throughout this period the East and the South 
bargained for its support on measures which they desired. In the earlier 
portion of the period, the East was more successful; in the latter portion, 
the South. But, despite vacillation, the general trend oi legislation was in 
line with the West’s desire to make the land more easily obtainable. 

The Public Land Laws. The first important act of this period was 
passed in 1820 and provided for a reduction in the minimum price from $2 
to $1.25 an acre, a decrease in the minimum size of the tract that could be 
purchased to 80 acres, and cash payment instead of sales on credit. The 
abolition of sales on credit was designed to check the overbuying and 
speculative activities which had left so many in trouble after the drop in 
land values following the panic of 1818; the reductions in the minimum 
size of tracts and price reflected the wishes of the West, but were facilitated 
by the easier fiscal condition of the Treasury. This act is often said to mark 
a shift in public land policy from stress on obtaining revenue to the purpose 
of hastening the settlement and development of the West. Although it did 
strongly reflect this shift in emphasis, it was only one of a long series show- 
ing the same trend which began when it was found that the hoped-for 
revenue from this source was disappointing while the growth of customs 
receipts lessened the need for it and the West clamored for cheap land. 

Another demand of the Western settlers was met by the series of pre- 
emption acts primarily designed to protect the squatters. A legal title to 
land could not be secured until the tract had been surveyed and offered 
for sale, except in the case of public grants. But surveying proceeded slowly 
and the inrush of settlers and speculators often carried them beyond the 
areas surveyed and open to sale, especially if they learned of particularly 
desirable tracts. Later, when such tracts were offered for sale at public 
auction, these squatters, if they had improved their land, were forced to 
bid a higher price to secure their title against other bidders just because 
of the improvements that they had made. For this reason, it was very 
common for the squatters to organize and effectively prevent outsiders 
from bidding at such auctions. Besides the squatters there were others who, 
for one reason or another, found their titles defective and sought laws to 
protect them. 

Most of the earlier preemption acts were designed to meet the latter 
type of cases and were limited in scope. The growing number of squatters 
led to a general preemption act in 1830 for one year’s duration; this was 
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several times renewed until 1841, when the permanent act was passed. This 
provided that in designated states and territories the squatter who had 
improved and built a dwelling upon a tract should have the right to buy 
it at the minimum price of $1.25 an acre before it was offered at public 
auction. The protection thus afforded was obviously a stimulus to the 
practice of scattering out over and squatting upon the best tracts of 
unopened land. 

The Graduation Act of 1854, though not of great economic importance, 
had been a prominent political issue for nearly 30 years. It provided that 



land remaining unsold 10 years after it had been opened for sale was to be 
slowly reduced in minimum price to 12J^ cents an acre and sold in lots of 
not over 320 acres. This act, sought chiefly by the older public land states, 
enabled farmers to buy the less valuable tracts at a reasonable price and 
helped the government to dispose of odd, scattered lots. Also a few acts 
regulated the sale of mineral lands in certain localities, generally at low 
prices; but much the greater portion of the valuable mineral resources was 
sold as ordinary farm land. In fact, the existence of many mineral deposits 
was unknown at the time. 

The crowning success of the West was attained when free gifts of land 
were provided for under the Homestead Act of 1862. A demand for free 
land had been voiced among various working-class groups in the East 
since the 1820*s, but it was not until after 1845, when actively pushed by 
the agrarian reformer George Evans and supported by Horace Greeley, 
that it rapidly spread to other groups. During the 1850’s, several bills that 
passed the House failed of enactment, chiefly due to Southern opposition. 
Success came only when the new Republican party, which had adopted the 
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idea as one of its chief planks, won the election of 1860, and the South 
seceded. Under this law, citizens or intended citizens could obtain for a 
nominal fee a tract of 160 acres after they had improved it and resided 
upon it for 5 years. A commutation clause permitted the exercise of pre- 
emption rights to obtain title after 6 months’ residence on payment of 
$1.25 an acre. This right, primarily designed to protect the settler who for 
some unforeseen reason was unable to meet the 5 years’ residence require- 
ment, was chiefly used by speculators having no interest in developing the 
land and hoping for a quick resale. 

The Public Land Grants. There was constant pressure to use the 
resoiurces of the public domain for grants to help finance various public 
purposes as this lessened the need for taxes and involved no immediate 
burden, whatever the future effects. The Western states in particular, being 
poor, wanted financial assistance for many undertakings and became the 
more urgent in their demands after the panic of 1857 when the heavy debts 
that they had piled up led many to default in their interest payments while 
some repudiated their bonds. This situation explains the efforts, particularly 
prominent from about 1830 to 1842 and ardently championed by Henry 
Clay, to get Congress to give the public lands to the states or to distribute 
the proceeds from their sale among the states. 

The passage of the Distribution Act of 1836 was made possible by a 
favorable combination of circumstances. The craze for speculation in 
Western lands, which had been gathering momentum for several years, 
reached an all-time peak in 1836 with sales of over 20 million acres; in 
consequence, this was the only decade in history when receipts from this 
source produced a very substantial addition to Federal revenues. Customs 
receipts also mounted, and the resulting surplus made it possible to pay 
off the remaining national debt in 1835. What to do with the surplus once 
the debt had been extinguished was a question for which the states had a 
ready answer in the Act of 1836 which provided for the distribution of 
some $37 million among the states in four installments. The sudden appear- 
ance of a deficit after the panic led Congress to suspend payment of the 
final installment. Technically, this distribulion was made in the form of a 
loan to meet Constitutional objections, but it was generally understood to 
be a gift; and the states, which used it for a great variety of purposes, have 
never repaid it. In 1841, another act provided for a further distribution 
of the receipts from public land sales, but it was conditioned on there being 
no increase in customs duties above the rates in the Tariff of 1833 and, as 
the duties were raised in 1842, the law remained in force only a year, de- 
spite vigorous efforts to continue it. 

Besides seeking some form of general distribution, the states sought 
grants of land for various specific purposes. To help finance internal im- 
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Fio. I t. Settled areas and density of population, 1790-1860. {Reproduced from (7. 0. PauUin, “ Ulas of ihe Historical Geography of 
the United States," New York, 1932, by permission of ihe \merican Geographical Society of New York.) 
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Irish along with some Germans and Quakers, went first to Kentucky or 
Tennessee. Augmented by followers from the same section, this group 
contributed the greater portion of those who later settled Missouri, southern 
Illinois, much of southern Ohio, and made up the Hoosier stock of Indiana. 
The Middle Atlantic states contributed many settlers to central and parts 
of southern Ohio. After filling up western New York, New Englanders 
became predominant among those who settled along the borders of the 
Great Lakes and later pushed on into Minnesota, Iowa, Kansas, and 
Nebraska. This group, transplanting such typical New England institu- 
tions as town government, the Congregational Church, the public school 
and academy, helped to create a social atmosphere in their settlements 
which differed considerably from that to be found where Southern settlers 
predominated, a difference particularly clear in Indiana and Illinois. 

In the South most of those who settled the western regions came from 
the South Atlantic states, including both the upland and the tidewater 
sections. The mingling of the people from the two sections helpf‘d to modify 
the differences between them that had been so marked and thus, together 
with the dominance of cotton culture and the dependence on slavery, 
extended the social and economic institutions of the old South to the west- 
ward and helped to unify the whole of the lower South. Texas obtained a 
larger admixture from the North than most of the Gulf states, but the 
greater portion of this group came from the region centering about Missouri 
and was of Southern origin. In fact the westward-moving emigrant, both 
North and South, was very likely to make several relatively short moves 
in the course of his life rather than a single long move, this trait being es- 
pecially marked among the real pioneers. 

In the South, unlike the North, immigrants contributed very little to 
the growth of population or the settlement of the West. How far this was 
owing to the presence of slavery, how far to the greater opportunities for 
getting a living offered in the North, and how far to the fact that most 
immigrant ships sailed to Northern ports is not easily determined, but it 
is probable that the second reason was the most influential. Of the sub- 
stantial number landing at New Orleans a considerable proportion went 
up the Mississippi to the Northwest, and many of those landing in the 
North eventually went west, but few went south. In 1860 out of nearly 
2 million foreign-born living west of the Appalachians barely one-quarter 
were located in the South. In this group the Irish and the Germans were 
the most numerous. A number of German settlements were established in 
Louisiana and Texas, those in the latter state being the product of an 
elaborate plan to build up a colony which came to grief in the middle 
1840’s. 

The most important contribution of immigrants to the growth of the 
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West was made by the large influx of Germans after 1848 who went to 
the Northwest and settled in the river towns or the neighboring farming 
area from Cincinnati to St. Louis and thence northward to Wisconsin or 
along the lake shore from Chicago to Milwaukee. The social habits and 
customs of this group appreciably influenced the life of the communities 
where they congregated, and they typically supported the Union cause in 
1861. There was also a considerable Irish element that eventually drifted 
into the Northwest and tended to settle in the larger towns and cities. 

This influx of immigrants into the Northwest was a factor, though a 
minor one, in the more rapid growth of population there than in the South- 
west. It is important to note that throughout this period fhe stales north 
of the Ohio and Missouri rivers were increasing in population more rapidly 
than those south of them. Though, in 1810, the latter group had more than 
twice the population of the former, they had lost this lead by 1840 and by 
1860 had less than two-thirds of the population of the former group. This 
fact, serving both as a cause and as a result, was of vital significance in 
determining the relative economic growth of these two sections as well as 
for its bearing upon the Civil War. It was the far more rapid growth of the 
North as a whole in both population and wealth which aroused much feeling 
in the South where it was generally attributed to favoring Federal legisla- 
tion and aggravated the s(^ctional antagonism. 

The Growth of the Cities. Before turning to the opening of the Far 
We^t, where cities were unknown until the sudden rise of San Francisco, 
it is well to note the growth of urban population and the larger cities. In 
1790, six cities had 8,000 or more inhabitants and their total population was 
8.3 per cent of the total for (he country. By 1820, there were thirteen such 
places and they had altogether under 5 per cent of the total population; by 
1860, the number had risen to 141 and they contained 16 per cent of the 
country’s inhabitants. This growth of luban population, destined to become 
an outstanding phenomenon in the country’s development, involved im- 
portant changes in the economic and social environment of an increasing 
proportion of the people. 

During this period, as in colonial times, trade was the chief factor re- 
sponsible for the growth of citie^s. A location favorable for the expansion 
of trade was basic in the rise of all the largest cities, and it was to supply 
the needs of the trading population or to take advantage of the facilities 
for trade that peo[)le engaged in other pursuits were drawn to locate in 
the great trading centers. Y et it is also to be noted that manufacturing was 
becoming a more important factor in the growth of cities, and the rise of 
some cities of fair size such as Paterson, Fall River, Lowell, and Lawrence 
was due almost exclusively to the development of manufacturing enter- 
prises. 
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In the growth of the older seaboard cities, access to the trade of an 
expanding hinterland was the most important factor. It was chiefly through 
this means that New York took the lead as the largest city and, as the 
chart on this page indicates, rapidly forged ahead of all rivals. The Erie 
Canal first drew the trade of central and western New York and, after 
furthering the settlement of the Northwest in time drew an even greater 
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trade from that section. Favored by its harbor and central location, it 
took the lead in developing the coastwise trade and became the great 
distributing center for imported goods. The resulting growth made it a 
more attractive location for certain lines of manufacturing and enabled it 
to wrest the financial leadership of the country from Philadelphia in the 
1830’s. 

Philadelphia grew at a much slower pace. It had a limited hinterland 
dependent upon it, and its earlier lead in trade with the Ohio Valley region 
was impaired by the growing competition of Baltimore, New York, and 
New Orleans. Still, aided by the development of considerable manufactur- 
ing and, after 1850, by the annexation of suburbs, it held second place in 
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1860 with over 500,000 inhabitants. Baltimore, thriving on the growth of 
its flour and tobacco trade, practically equaled Philadelphia by 1820 and 
soon surpassed it; but, being less active in developing manufacturing and 
suburbs to be annexed, it had fallen back to third place by 1860 with less 
than half the population of Philadelphia. 

Next and not far below came Boston, which enjoyed a steady, slow 
growth, since it was largely dependent upon the progress of New England 
and, although losing some lines of business to New York, began to get a 
small portion of Western business only when rail connections were com- 
pleted. In the South, Charleston fell far behind. Its hinterland developed 
but slowly, and the trade of the growing region to the west was diverted 
to the Gulf ports. 

In the West, the growth of the different cities was largely determined 
by the period when the surrounding region was settled and the trade which 
that region or the through trade routes developed. Throughout this period 
New Orleans was the largest city west of the Appalachians; in 1860, with 
168,000 inhabitants, it nearly equaled Boston. Its preeminence was due 
to its position at the outlet of the great river systems along the borders of 
which the earlier settlers congregated and down whose waters so much of 
their produce was shipped. After the introduction of the steamboat, it 
also became the entrepot for goods carried up the river. 

In 1810, Pittsburgh with about 5,000 inhabitants was second in size 
among Western cities, its early rise being due to its location as the gateway 
through which so many emigrants passed, the growth of its manufactures 
to supply the Western market, and its business as a distributor of goods 
brought from the East. But, as emigrants surged past it, it soon lost its 
rank to competing cities and in 1860 had just under 50,000 inhabitants. 
Favored by the early settlement of Kentucky and southern Ohio, Cincinnati 
surpassed Pittsburgh by 1820 and thereafter remained the great commercial 
center of the Ohio Valley. A substantial development of manufacturing 
contributed to make it the second city west of the mountains, almost equal 
to New Orleans by 1860, Though much older, St. Louis, chiefly dependent 
on the fur and lead trade, rose very slowly until about 1840 after which, as 
settlers poured into the region bordering on the upper Mississippi and the 
Missouri, it fairly leaped forward and by 1860, with 160,000 inhabitants, 
practically equaled Cincinnati. 

The delay in providing easy access to the region bordering on the Great 
Lakes explains the late growth of the cities along those shores. An early 
start gave Buffalo a lead which it held until 1850, when it had 42,000 
inhabitants. Cleveland and Detroit, being more dependent on the commerce 
of their immediate hinterland, attained only a moderate growth. Chicago, 
an old trading post and garrison fort, had less than 100 residents as late as 
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1832, after which its spectacular rise, aided by the speculative fever of 
those years, commenced. As the region to the west was settled, the surplus 
produce was sent to Chicago for shipment eastward through the Great 
Lakes, and the city became the distributing center for eastern products 
going farther west. The completion of the Illinois and Michigan canal in 
1848 and the westward extension of the railroads in the 1850’s broadened 
the area tributary to the city’s trade. Some manufacturing began to 
develop, and by 1860 Chicago could boast of 109,000 inhabitants, though 
still only fourth in size in the West and eighth in the country. 

Exploration and Early Settlements in the Far West. The first ex- 
plorations and settlements in the Far West were undertaken by the Span- 
iards, but when they failed to discover precious metals there, they lost all 
interest in the region. Santa Fe, the only appreciable settlement, maintained 
a desultory existence as a trading and missionary center for nearly three 
centuries without showing much growth. Beginning in 1769, a series of 
missions was established in California to convert and civilize the Indians, 
but the authorities frowned upon immigration of whites to that section. 

In the Pacific Northwe^st, the activities of explorers along the coast, of 
hunters of the sea otter, and of fur traders coming from the East first made 
the region known and established the earliest trading posts and settlements. 
The Russians, with their main base in Alaska, extended their operations 
southward to California, and American ships, which began stopping at 
points in the Oregon territory even before 1790, secured from them some 
of the furs that they carried to China. The first important American post, 
Astoria, was established in 1811 by John Jacob Astor but, following the 
outbreak of war in 1812, was sold to its Canadian rival. The treaty of 1818 
left the dispute between Great Britain and the United States over pcjsses- 
sion of the Oregon territory undetermined, though the region was open 
to settlement by citizens of either nation. Until about 1840, the territory 
was practically controlled by the two British fur companies, united in 
1821 under the Hudson’s Bay Company. They, as well as the American fur 
traders, opposed the influx of settlers, at least until the 1830’s, when the 
supply of fur-bearing animals had been nearly exhausted. Moreover, it 
was not until then that a practicable trail to this region for emigrants from 
* the East had been opened up. 

The process of exploring this vast intervening region was completed 
between 1804 and 1845, chiefly by government expeditions and through the 
activities of the fur traders. The expedition of Lewis and Clark up the 
Missouri River, over the Rockies, down the Columbia to the Pacific, and 
then back to St. Louis in 1804-1806 was the first great undertaking. In 
1806, Pike, who had explored the upper Mississippi in 1805, crossed the 




THE OPENING OF THE WESl’ 


265 


plains from St. Louis to the Rockies. Yet his characterization of that 
region was hardly calculated to attract settlers, for he wrote, 

But from these immense prairies may arise one great advantage to the United 
States, i.e., the restriction of our population to some certain limits, and thereby, a 
continuation of our Union. Our citizens Ijeing so prone to rambling and extending 
themsolv(‘s on the frontiers will, through necessity, be constrained to limit their 
extent on the West to the borders of the Missouri and llie Mississippi, while they 
leave the prairies, incapable of cultivation, to the wandering and uncivilized, 
aborigines of the country. 

This point of view was fairly typical of the ideas of most people concerning 
this section until the late 1840’s. The concept <jf the “great American 
desert,” the extent of which was grossly exaggerated, but which centered 
about the region now better known as the “dust bowl,” was generally 
accepted after the report of l^ong’s expedition to Colorado in 1820. As late 
as 1845 Daniel Webster insisted that the country could have no possible 
use for the whole region westward to the Pacific. 

Meanwhile, the hunters’ and fur traders’ activities were also rapidly 
making known the general character of this vast region and the most 
practicable routes of travel across it. From 1807 on, hunters and traders 
were operating along the eestern slopes of the Rockies, but their exploration 
of the great interior basin to the west and the mountain passes giving 
access to it from either side was chiefly a product of the period between 
1820 and 1840. As the fur-bearing animals were exterminated in one local- 
ity, the hunters turned elsewhere until, after about 1835, the supply was 
so reduced that the trade rapidly dwindled. 

In the Southwest, where the supply of good furs was smaller, a better 
knowledge of conditions was obtained through the rise of some trade 
between Santa Fe and the settlements in western Missouri over what, be- 
came known as the Santa Fe trail. From 1822 on, a regular caravan organi- 
zation existed for carrying on a small trade over this route, and it provided 
a model for the later emigrant movement to Oregon and California for 
which the Santa Fe trail was little used. After 1827, some traders moved 
southward from Santa Fe along the Rio Grande, then struck westward to 
the Gila River and on to San Diego. Another route from Santa Fe, known 
as the Spanish trail, came into use after 1830; it passed through southern 
Utah and turned southwestward to Los Angeles (see map on page 256). 

In the Pacific Northwest, except for the fur-trading posts, there was no 
appreciable effort to establish settlements until the 1840’s, by which time 
explorations had indicated the Oregon Trail as the most practicable route 
to this region. Starting at the Missouri River, this trail struck across the 
prairie to follow up the North Branch of the Platte River, took the easy 
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ascent over the continental divide through South Pass at an altitude of 
about 7,500 feet and then, descending the valley of the Snake, cut across 
to the Columbia. Several Indian missionary groups following this route 
from 1834 on proved it possible for women and practicable for wagons. In 
1841 there were perhaps 400 Americans in the Oregon territory but there- 
after, owing chiefly to the active movement to direct settlers thither in 
the belief that it would strengthen American claims, there was a rapidly 
mounting influx till in 1846, when the boundary dispute was settled, the 
number had risen to 4,000 or 5,000. 

Meanwhile very few Americans had been diverted to (California, then 
still a possession of Mexico. Cattle raising on a few great patriarchal 
ranches and some trade in hides, tallow, and provisions with ships passing 
along the coast were the chief pursuits, while the missions had been secu- 
larized after 1833. When, starting in 1841, little groups of avowed American 
settlers began to arrive, the authorities assumed a more hostile attitude. 
The Americans there numbered only 500 when in 1846 they took the lead 
in declaring the Bear Flag Republic. This act was immedialciy followed 
by the occupation of the region by American forces upon the declaration 
of war. Thus, once more, peaceful economic penetration beyond the coun- 
try’s boundaries proved to be a first step toward territorial expansion. 

Within the region acquired from Mexico in 1818, there was, in addition 
to the small settlements in California and that at Santa Fe, one other 
settlement of appreciable size — practically the only one in the vast but 
arid region between the prairies and the Sierras. This was the Mormon 
colony at Salt Lake founded in 1817. This sect, organized by Joseph Smith 
in western New York in 1830, had a remarkable record of migrations in 
the effort to escape persecution. Moving to Ohio in 1831 and then to western 
Missouri where more hostility developed, a group of some 8,000 founded 
Nauvoo, 111., in 1839. There report^i of Smith’s revelation in favor of 
polygamy aroused further opposition, and a popular outbreak culminated 
in his murder. The leadership then fell to Brigham Young, and again it 
was decided to move — this time to an uninhabited region where they might 
hope to dwell in peace. There resulted a trek across the plains unparalleled 
in our history. 

Starting from Nauvoo in the spring of 1846, some 12,000 moved in 
successive groups across Iowa to a point near Omaha where they spent 
the following winter amidst great privations. In the spring an advance 
party under Young set out, approximately following the Oregon Trail 
through South Pass and then striking off to Salt Lake where a town was 
laid out which had some 5,000 followers by 1848. Upheld in their endeavors 
by intense religious zeal, guided by efficient and astute leaders, and co- 
operating under a highly centralized organization, they met with marked 
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success among most unfavorable conditions. By constructing irrigation 
works, they became the first Americans to make the desert bloom, and in 
the subsequent rush of the gold seekers the settlement provided a welcome 
source of supplies at a substantial gain for itself. 

The Gold Seekers. In January, 1848, gold was discovered in the 
Sacramento Valley near Sutter’s fort, and soon reports of remarkable finds 
spread along the coast. Instances of men who secured from $10,000 to 
$30,000 in a week or 10 days were well established. From Oregon to South 
America, eager gold seekers flocked to San Francisco and vessels stopping 
at that harbor were at once deserted by the whole crew; eventually several 
hundred ships were stranded there unable to get away. It is estimated that 

40.000 persons came to San Francisco before the end of 1848. To induce 
anybody to remain in ordinary pursuits, enormous wages had to be paid. 
Unskilled labor easily obtained $10 a day and skilled perhaps twice as 
much. Prices jumped to fantastic levels; candles sold at $3 apiece, a tin 
pan at $9, shirts at $40, and a good pair of boots at $100; a quarter was the 
smallest coin in circulation. 

News of the discoveries did not reach the l^ast until the late summer and, 
since the overland route was then impossible, the more eager took to the 
sea. Some went to the Isthmus of Panama and Ihen across to catch a ship 
going up the west coast, but the majority chose the long route around Cape 
Horn. For the latter, the fleet clipper ships, which took 3 to 4 months for 
the voyage, were in great demand, and some erected temporary houses on 
their decks to accommodate the crowd. Before April, 1819, some 17,000 
persons had sailed for California. As the news spread around the world, 
gold seekers from most of western Europe as well as Australia and China 
took to the sea for San Francisco. 

In May of 1849, when some 20,000 people had gathered along the 
Missouri River from Independence to Council Bluffs, the march of the 
“forty-niners” began. Following the old Oregon Trail through South Pass, 
the emigrants then struck across the semidesert region in Utah and Nevada, 
climbed the steep Sierras, and saw below the hoped-for Eldorado. The trip 
took about 5 months, and haste was necessary to avoid the ghastly fate 
of the Donner party. In 1846, that party had failed to cross the Sierras 
before the snows fell and fairly buried the group of about 80 people; half 
of them died of starvation before rescuers came, and some of the others 
survived only by eating the flesh of the dead. Overcome by the trials and 
dangers that beset them, many of the forty-niners gave up and turned 
back, cholera broke out among them, and soon the trail was lined with 
the graves of some 5,000. Yet great hopes and indomitable energy carried 

30.000 to 40,000 through that year. In 1850, around 55,000 crossed the 
continent while 36,000 arrived by sea, and California became a state. 
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The main gold fields extended over 200 miles along the western slopes 
and foothills of the Sierras, and approach up the navigable rivers to the 
base towns from which the miners spread out to the diggings was easy. 
The gold output, estimated at $5 million for 1848 and $40 million the next 
year, rose to a peak of $65 million in 1853, after which there was a steady 
decline to $22 million in 1868. A.t the peak, the number of miners in the 
diggings may have been 100,000. Although over $450 million in gold is 
supposed to have been secured between 1848 and 1856, relatively few 
miners reaped a fortune thereby and the early comers generally fared best. 
Until about the middle of 1849, getting a pound of gold dust a day was 
common, but by 1850 those securing an ounce a day — accepted as worth 
$16 there — were thought to be doing well, and thereafter $5 to $6 a day 
was considered good. As the placer-mine gravel deposits, which could be 
easily worked with simple tools by a single individual or a small group, 
were depleted and resort to quartz mining, which required expensive 
machinery, became necessary, individuals began to leave the diggings and 
gold mining tended lo pass into the control of large companies. 

After 1853, as the output of gold declined and the exodus of miners 
rose, the speculative boom that had been engendered collapsed, and a 
gradual readjustment to a more normal life followed. San Francisco, with 
under 1,000 inhabitants in 1847, had become a city overnight with nearly 
25,000 population by the close of 1849 and twice that by 1853. Within 18 
months, six disastrous fires swept through the ramshackle wooden buildings 
of the city before a more durable form of construction was adopted for the 
business section. Real estate values had skyrocketed, and interest rates 
rose to 5 per cent a month, but many investors were ruined in the collapse 
of 1854-1855. Disreputable elements got control of the local government 
and courts; gambling houses had the most profitable business; there were a 
thousand murders with but one legal conviction up to 1856, when the 
citizens’ vigilance committees arose to drive out the gangs and restore law 
and order. By 1860, the city’s population was 57,000 and that of the state, 
where most people had reverted to ranching, farming, or commerce, 380,000. 

The scattering of such miners as did not go home or to the Australian 
gold fields, discovered in 1851, led to new finds in British Columbia, Idaho, 
Montana, Nevada, and Colorado, though the results never compared with 
I4ie California output. The little mining camps that sprang up were likely 
to have but a brief existence, yet they sometimes led to the beginning of an 
agricultural settlement. The discovery causing the greatest excitement 
was that at Pikes Peak in 1858. The next year 100,000 people rushed to 
Colorado; “Pikes Peak or Bust” was the motto on their wagons; but the 
results were slight — one case with the motto changed to “Busted, by 
Goshl” reflected the common fate. The most important find at this time 
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was the Comstock Lode in Nevada in 1859, which proved to be the richest 
silver deposit in the country and marked the beginning of that mining 
industry. 

By 1860, there were some 175,000 people in the region between the 
Pacific coast states and west of Texas, Kansas, Nebraska, and Dakota. 
About half of them were in what then constituted New Mexico Territory 
and nearly a quarter in Utah, where the Mormons had been active in 
attracting converts, often from abroad, and in establishing many new 
settlements. Thus only a bare beginning had been made in developing this 
vast area. 

The Pioneer. At least a word should be said concerning the human 
elements involved in this westward movement. Migrating to the frontier 
was no child’s task, and great fortune seldom rewarded the emigrant, yet 
to most people the West stood for greater freedom and economic oppor- 
tunity. In the early days even the journey to the Mississippi Valley was 
beset with hardships and required ambition, courage, and endurance. For 
those with limited means, it was arduous indeed. Thus we hear of a man 
with his wife and five children walking from New Jersey to Ohio carrying 
their worldly goods in a wheelbarrow, and another couple with seven 
children loaded all their possessions on their backs. 

More typical were the sights described by Birkbeck in 1817: 

We are seldom out of sight as we travel on this grand track towards the Ohio of 
family groups behind and before us. A small wagon (so light you might almost 
carry it yet strong enough to carry a good load of bedding, utensils, and provisions 
and a swarm of young citizens and to sustain marvelous shocks in its passage over 
these rocky heights) with two small horses, sometimes a cow or two, comprises their 
all. . . . Acartandsinglehorsefrequently affords the means of transfer; sometimes 
a horse and pack saddle. Often the back of the poor pilgrim bears all his effects and 
his wife follows naked ftK)ted bending under the hopes of the family. 

Even after improved transport facilities eased the journey to the Middle 
West, the still longer trip to the Far West remained beset with yet greater 
hardships and dangers. Indian attacks and depredations were a constant 
menace. The task of transporting a family over the Oregon or the California 
trail might well appall the strongest and most venturesome. The trip 
across the plains and through South Pass was difficult enough and involved 
careful planning of equipment and supplies, but the section beyond that 
across the semiarid Great Basin and up the steep, rough trails over the 
Sierras was far more exhausting. The spirit back of the emigrant is well 
illustrated by the group of some 1,000 Mormons who, in 1856, pushed 
handcarts 1,200 miles over the trail, of whom over 200, getting a late st€u:t, 
perished in the snows of the Rockies. 
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After the journey’s end, the emigrant was likely to face a life of hard and 
unceasing toil. He had to readjust himself to a new environment and to 
learn new methods in farming or such other pursuit as he adopted. If near 
the frontier, his family faced a rather isolated life far from the advantages 
of contact with cultural institutions. But in owning his own land and home, 
though no more than a log cabin, a dugout, or a crude frame shanty; in 
seeing his property develop, and in feeling his self-sufliciency, he enjoyed a 
sense of freedom and independence such as makes one of the strongest 
appeals to human nature. It was the pioneer’s spirit of unbounded opti- 
mism, his indomitable energy and ambition, his fearlessness of toil and 
danger, his love of freedom, which underlay the settlement and develop- 
ment of the West. How much of human suffering, struggle, and idealism 
were involved the generation of today will never realize. 

Political and Social Influences of the West. The rapid movement of 
population to the West was important not only for its direct influence on 
the country’s economic development but also because the growing political 
and social influence of the West had important reactions on economic life. 
Politically, it brought a new section with new economic interests into exist- 
ence; socially, it left a deep impress on American character and ideals. 

By 1828, eleven new states, all but two to the west of the Appalachians, 
had been added to the original thirteen; before 1860, nine more had been 
admitted to the Union. Thus in the United Slates Senate with its equal 
basis of representation the older states came to be outnumbered by the 
new states, though their sparser population gave the latter less power in 
the House. Because the population of the Southern slaveholding states 
grew less rapidly than that of the Northern free states, the former became 
insistent that the number of free states admitted to the Union should not 
exceed that of the new slaveholding states, for only so could they maintain 
sufficient power in the Senate to protect slavery. Thus, as was originally 
intended and has been the case ever since, the Senate provided one of the 
chief constitutional strongholds to protect the economic and other interests 
of minority groups. 

The growing political power of the West and of the ideals of its people 
were made plain in the election in 1828 of the first Western president, 
Andrew Jackson. The spread of the movement known as “Jacksonian 
democracy,” led by the West but gaining support in the East, broadened 
franchise rights and other reforms, and thus tended to place political power 
in the hands of the masses. In striking contrast to the line of his predecessors 
who represented the statesmanship and ideals of the Old Dominion or 
New England, Jackson was a pure product of the frontier West. Born in 
1767 to Scotch-Irish immigrants in the uplands of Carolina, he moved 
when a young man to Tennessee where he practiced law, became the 
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state’s first representative in Congress, and achieved fame as a soldier. 
A born leader, a vigorous fighter both in defense of his country and for the 
rights of common men, Jackson had little formal education or culture and 
an open contempt for formalities. He became 'the champion of the middle 
and lower classes in their struggle against the upper groups and secured a 
popular following, which in its ardent enthusiasm was unequaled by that of 
any other president of the period, for he typified the rising spirit of democ- 
racy then coming into its own. 

Just as in colonial times, when the conditions in a frontier land had 
served to promote democracy, and the transit of civilization across the 
ocean had hastened the elimination of social institutions out of harmony 
with the current ideals of the people, so in the nineteenth century the newer 
West exercised a similar influence. It was a region of economic opportunity, 
a refuge for the discontented and the downtrodden of the East or of Europe, 
a land where classes scarcely had had time to develop and all were on a 
nearly equal basis, each person standing on his own feet with little fear or 
favor. The West nurtured the democratic spirit, for the hardships and 
relative isolation of frontier life developed initiative, adaptability, indi- 
vidualism, and a sense of liberty. This spirit was reflected in the more 
democratic constitutions and other social institutions that were adopted 
by the Western states. This trend in the West gave added support to the 
rising demand among the growing group of industrial wage earners in the 
East for a more democratic i)olitical and economic order. This demand was 
heightened by the more radical ideas being brought over from Europe. 

The way in which the West helped to shape the character and ideals of 
the American people and the product that it could turn out are illustrated 
in another president — Abraham Lincoln. His forebears, with the typical, 
restless, migratory spirit, had moved in successive stages from New England 
to Pennsylvania, to Virginia, and to Kentucky. In 1816, when the boy 
Abraham was seven years old, his parents moved to Indiana, made a clear- 
ing, and erected a log cabin where, amid the privations of frontier life, his 
mother soon died. Up to 1830, when he joined the movement to the prairies 
of central Illinois, he had obtained about one year of formal schooling. 
There he remained, taking an active part in many phases of the life of the 
frontier community and eventually settling down to the practice of law, 
until he was called to the service of the nation, first as congresvsman and 
then as President to guide the country through the great struggle to pre- 
serve the Union. 

So completely a product of the frontier was Lincoln that his trails 
typify the characteristics which that environment tended to develop in 
the American people. His physical strength, endurance, adaptability, 
patience, and common sense were traits fostered in the hard struggle to 
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get a living by converting the wilderness into a flourishing community 
His slight defects — the ungainliness, the crudity, the lack of a broadly 
cultural training — were also inevitable concomitants of a rough, unso- 
phisticated society where wealth and leisure were unknown. But, above all, 
the tolerance, the boundless charity, the spirit of true democracy, and the 
great humanity of the man reflected the frontier’s influence on American 
character. Because he so completely embodied the best that came out of 
this environment, Abraham Lincoln, who was often looked down upon 
and even reviled by his contemporaries — a common experience of democ- 
racy’s best servants — has become enshrined in the hearts of the American 
people as the typical American — typical of that nineteenth century when 
the West dominated the life of the nation — the greatest statesman of that 
period. 




Chapter XIX* 


TRANSPORTATION AND COMMUNICATION, 

1816-1860 


Introduction. The difficulties arising from the lack of good transporta- 
tion facilities during the preceding period only became more acute as the 
population surged west ward and, after having filled in the regions adjacent 
to the available waterways, was forced back upon sections dependent 
upon long overland transport. It was fortunate for the nation that during 
this period the new technology made available in the form of the steamship 
and the railroad vastly improved devices for transport both by water and 
by land. That the demand for the introduction of these as well as the older 
types of facilities should be insistent was to be expected. 

Nor was there any economic development that exercised more far- 
reaching effects upon the economic organization of the country during the 
period than the provision of better means of transport and communication. 
It hastened the develojmient of the West; it widened the markets for the 
products of every region, thus promoting specialization and division of 
labor, increasing trade, and augmenting the productive capacity of the 
nation; it helped to break down the local or provincial economy of many 
sections, hastened the growth of a national economy, and helped to advance 
international trade as well. 

Roads and Turnpikes. For the most part, the construction of roads 
was left to the towns and counties whose work was sometimes supple- 
mented by aid and supervision from the states. Commonly, people were 
given the option of working out their road tax, and farmers generally chose 
to do so. The foads built were apt to l^e poor and were seldom kept in proper 
repair. Also, being generally laid out to meet local needs, they often failed 
to suit the requirements of long-distance traffic. It was partly to overcome 
these defects that states appointed highway commissioners and provided 
some financial aid. The construction of turnpikes by private companies 
was likely to be confined to sections where considerable traffic already 
existed. 

To secure important intersectional roads, such as were suggested by 
Gallatin’s plan in 1808 , Federal aid was sought, but, except for the National 
Turnpike or Cumberland Road, little was achieved. The building of this 
road, started at Cumberland, Md., in 1811 , was completed as far as Wheel- 
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ing on the Ohio in 1818, the cost for this 130-mile stretch being $i3,000 a 
mile. It was planned to extend the road westward through the state capitals 
to Missouri. Columbus was reached in 1833 and Vandalia, III., in 1844. 
Here the road stopped, and the completion of the final portion was left 
to the states, to whom the government eventually turned over the whole 
road. 

The growing opposition to such Federal projects arose in part from sec- 
tions unlikely to benefit thereby and in part from doubts as to their con- 
stitutionality. The latter led Madison and Monroe to veto bills involving 
such projects, and after John Quincy Adams’s administration the Federal 
government did little to further road building. 

Canals and Waterways. The low cost of water transport turned the 
country’s attention to canal construction and improvement of the naviga- 
ble waterways, and the period between 1816 and the panic of 1837 became 
the great era of canal building. Though a few of the shorter canals were 
built by private enterprise, the cost of most was so great that, they were 
undertaken by the states. 

By far the most important and successful was the Erie Canal connecting 
Lake Erie near Buffalo with the Hudson River, begun in 1817 and com- 
pleted in 1825. It was 40 feet wide and 4 feet deep, accommodated 30-ton 
barges, and cost about $8 million. Its success was immediate, as was that 
of another canal connecting the Hudson River with Lake Champlain, 
which had been opened in 1822; numerous branches were soon added and 
work begun to increase its depth to 6 feet. Whereas previously it had cost 
from $80 to $100 to carry a ton of goods from Buffalo to New York the 
canal reduced this to an average of less than $9 between 1830 and 1850. 

The canal was at once adopted by those moving west from New England 
or New York, and the emigrant boarding a canalboat at Troy, progressing 
about 4 miles an hour, reached Buffalo in 4 days. The rich wheat-growing 
region in western New York profited greatly, and Rochester became a 
large flour-milling center. The marked trading advantages thus gained by 
New York as the region bordering on the Great Lakes was settled aroused 
other seaboard cities to endeavors to secure similar canal connections with 
the West, though none had such a physiographically favorable route. 

Philadelphia, which had enjoyed most of the trade with the trans- 
Allegheny region, was particularly concerned, and at once began to plan 
a canal to the Ohio River. The mountains presented a great obstacle and 
at first it was proposed to tunnel through them. A tunnel, being uncommon 
in those days, was described as “a passage like a well dug horizontally 
through a hill or a mountain.” But this plan had to be abandoned in favor 
of a portage railroad of 36 miles over the mountains. The main line connect- 
ing Harrisburg with Pittsburgh was started in 1826 and finished in 1834 
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at a cost of some $12 million, but the high operating cost prevented its 
ever securing much through traffic, except in the less bulky westbound 
commodities. To obtain the necessary legislative support for this project, 
the state also constructed a number of short canals or river improvements 



Fifj. 16. Canals in the United Slates. (liepnMiuccd from B. ft. Meyer, "History rf Trans- 
porlalion in the United States before Washington, J917, by permission of the Carnegie 

Institution of Washington.) 

in other sections, especially in the coal-mining region. Much political 
jobbery and waste of public money resulted. 

Maryland was even less successful, for the construction of the Chesa- 
peake and Ohio Canal running beside the Potomac River, revived in 1828 
after an earlier failure, was stopped after reaching Cumberland, Md., in 
1850, some $11 million having been spent upon it. Its only important 
traffic was in coal from the mines just beyond Cumberland. Virginia planned 
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a waterway to the West by way of the James and Kanawha rivers and the 
section from Richmond to Lynchburg had been completed by 1840; but 
it never got much farther and proved a financial failure. In New England, 
Boston talked of constructing a waterway to Albany and to Montreal, but 
the obstacles proved too great and the city had to await the coming of the 
railroad to secure connections with the West. 

The Atlantic coast states also built a series of canals to facilitate coast- 
wise trade or improved the rivers to aid local trafiic. The Delaware and 
Raritan Canal running northeast across New Jersey, finished in 1838 as a 
private enterprise, proved fairly successful, being chiefiy used by the coal 
trade. Another canal to carry coal to New York starting in northern New 
Jersey was built by the Delaware and Hudson Canal Company. In 1830, 
the Chesapeake and Delaware Canal, receiving both state and Federal aid 
toward the cost of $2,250,000, was opened and secured a considerable 
traffic in lumber, grain, and coal coming down the Susquehanna and moving 
to Baltimore or through this canal to Philadelphia. In the South, the open- 
ing of the Dismal Swamp and Albemarle Sound canals enabled craft of 
light draft to avoid the dangerous ocean passage around Cape llatteras. 

In the West, Ohio, aided by Federal land grants, took the lead in canal 
building under an elaborate plan that resulted in nearly 800 miles of 
construction. Two main lines stretched across the state from the Ohio 
River to Lake Erie. That from Portsmouth to Cleveland, started in 1825, 
was opened in 1832; that from Cincinnati to Toledo, 10 years later; and 
numerous branches were built connecting with them. This system was 
chiefiy useful in carrying local produce to market, but it helped to divert 
some traffic of the Ohio Valley from the Mississippi to the Erie Canal. 
Meanwhile, the chief obstacle to the use of the Ohio River by large boats 
was eliminated by the opening of a canal around the falls at Louisville in 
1830, which was enlarged in the 1850’s. In Indiana the Wabash Canal, 
459 miles in length, was begun in 1832 but not finished until 1853, and it 
never secured much traffic. In Illinois, the Illinois and Michigan Canal 
connecting Chicago with the navigable waters of the Illinois River was 
commenced in 1836 with the aid of a Federal land grant but, owing to the 
state’s financial difficulties, it was not completed until 1848, after which it 
proved fairly successful. 

* The cheap but important deep waterway provided by the Great Lakes 
was opened up when Canada completed the Welland Canal around Niagara 
Falls in 1830 and, by other canals around rapids in the St. Lawrence, 
secured an outlet to the Atlantic which became a rival to that through the 
Erie Canal and by 1848 was improved to afford a 9-foot channel. The open- 
ing of the Soo Canal, built by Michigan in 1855, completed the system. 

The panic of 1837 brought the great era of canal building to an abrupt 
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end, though some projects already well started were subsequently com- 
pleted so that by 1850 there were some 3,700 miles of canals in the country. 
The rapid increase in state debts incurred for this and other purposes, 
combined with the fact that many canals yielded little revenue, helped to 
create a crisis in state finance and a reaction against state undertakings 
generally, leading to many constitutional amendments prohibiting them. 
Finally, the growing success of the railroad diverted much of the most 
valuable traffic from the canals and led to the abandonment of some before 
1860. 

River and Harbor Improvements and the Steamnoat. Of far greater 
importance to most of the Western country than the canals were the water- 
ways of the Mississippi and its tributaries. However, tne difficulties of 
navigation with the consequent heavy losses led to a strong demand for 
improvements. These, it was urged, should be undertaken by the Federal 
government, since they were of national imi^ortance and, if left to the 
numerous states, there was no cer^ninty that the whole water route would 
be improved. So, beginning in 1824, small appropriations were made for 
this purpose; but up to 1860 the total outlay on the Western river system 
was less than $4 million. Federal improvements of both rivers and harbors 
were also made in other sections of the country, and this policy was con- 
tinued on a moderate scale to 1860. 

The introduction of the steamboat, after Fulton made his first successful 
trip from New York to Albany in 1807, was at first confined to inland or 
coastal waterways, and there was no region in the world where it was more 
eagerly welcomed or proved of greater immediate importance than in the 
Mississippi Valley. There the surplus produce of the region had been 
loaded on rafts, flatboats, or keelboats and floated down the river. Though 
the direct cost was low, the trip was slow and the losses heavy. Even so, 
the estimated receipts of goods from the interior at New Orleans rose from 
over $4 million in 1805 to nearly $12 million in 1822 when little came by 
steamboat. Carrying goods upstream was so costly that few could stand it 
and up to 1817 twenty barges making one trip a year sufficed for the ship- 
ments up the river from New Orleans; it took 3 months to reach St. Louis. 
On the Ohio, a larger number of keelboats plied back and forth, chiefly 
between Pittsburgh and Louisville. Consequently, until the advent of the 
steamboat, the regions bordering on the Ohio and the upper Mississippi 
secured most of their imports from the East. 

As an inducement to build steamboats, Louisiana in 1811 granted Fulton 
a monopoly of this type of navigation on the Mississippi within its bounda- 
ries, just as the state of New York had already done within its waters. The 
“New Orleans” was promptly built and by 1817 the skepticism as to a 
steamboat’s ability to make the trip upstream was dispelled when one ran 
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from Louisville to New Orleans and back in 41 days. Until then, owing to 
these doubts and the monopoly granted Fulton, only seven had been built 
in the West. The questioning of Fulton’s patent and the protests against 
his monopoly were such that after 1820 the monopoly claim was practically 
abandoned, though it was not until the Supreme Court decision in 1824 of 
Gibbons v, Ogden involving the New York monopoly that such a grant was 
declared unconstitutional as state interference with interstate commerce. 

Thereafter steamboat building and navigation increased rapidly. By 
1825, there were 125 steamboats in use; in 1856 over 600. Up to 1856, nearly 
2,300 had been built and, though the losses were heavy, the total steamboat 
tonnage on the Western rivers in 1847 was claimed to exceed that of the 
whole British Empire. As the steamboats were improved and their charges 
reduced, they secured an increasing proportion of the downstream traffic 
as well as practically all of that moving upstream. Whereas boats floating 
down had required from 20 to 30 days to make the trip of nearly 1,500 miles 
from Louisville to New Orleans and over 90 days for the return, the steam- 
boats almost at the start made the down trip in 12 days and tho return in 
around 36 days. The latter was soon cut so that by the 1830’s the fastest 
boats were making it in less than 7 days and by the 1850’s in under 5 days. 

In consequence, many goods formerly brought into the interior from 
Eastern seaports were carried up the river from New Orleans. Together 
with other improvements, this enabled the Western people to buy goods 
brought in from outside at lower prices and to sell their own surplus prod- 
ucts at much higher prices than ever before, thus greatly improving their 
standard of living and stimulating the development of the whole region. 
Refemng to this period one writer says, the steamboat “contributed more 
than any single cause, perhaps more than all other causes which have grown 
out of human skill, combined, to advance the prosperity of the West.” 

On the Great Lakes, the advent of the steamboat was less important, 
for the conditions there made the use of sailing vessels comparatively easy. 
The first steamboat there was built on Lake Ontario in 1817, and the next 
year one was built on Lake Erie. After the opening of the Erie Canal and 
the influx of settlers into the region bordering on the lakes, the tonnage of 
vessels on the Great Lakes rose very rapidly and in the 1850’s surpassed 
that on the Mississippi River system, though steamboats constituted only a 
third of the total. 

The Introduction of Railroads. Of far greater importance as an 
advance in transport facilities for the country as a whole was the introduc- 
tion of the railroad. In fact few things have done more to revolutionize the 
economic organization of the more advanced countries of the world during 
the past century than this first device for providing cheap overland trans- 
portation. Today we take the railroad for granted and seldom realize its 
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contribution to daily living, but barely a century ago wise men doubted 
its very possibility, and one of the first obstacles that had to be overcome 
to secure its introduction was to convince people that such a device was 
practicable. 

Rails upon which cars were drawn by horses had existed about English 
coal mines in the eighteenth century, but the proposal to use steam engines 
for motive power was met with great skepticism; men considered wise held 
that it was impossible and some of its advocates were thought insane. An 
English writer in 1825, picturing the dangers of such a method of travel 
said, 

It is certainly some consolation to those who are to he wlmlcd at the rate of 
eighteen or twenty miles an hour hy means of a high pressure engine to be told 
that they are in no danger of being sea sick while on shore, that they are not to 
be scalded to death or drowned by the bursting of the boiler and that they need 
not mind being shot by the scattered fragments or dashed in pieces by the flying 
off or breaking of a wheel. But with all these assurances we should as soon expect 
the people of Woolwich to suffer themselves to be fired off in one of Congreve’s 
rickochet rockets as to trust themselves to the mercy of such a machine going at 
such a rate. 

Others dwelt on the danger of disease believed due to rapid travel, or the 
fires that would be set by sparks from the locomotive, or the frightening 
of the cows which would spoil their milk. Some towns protested that they 
did not want their peace and quiet disturbed by a railroad. An Ohio school 
board refused permission to use the schoolhouse to discuss the practicability 
of railroads saying. 

There is nothing in the Word of God about them. If God had designed that His 
intelligent creatures should travel at the frightful speed of fifteen miles an hour, 
by steam, He would have certainly foretold it through His holy prophets. It is a 
device of Satan to lead immortal souls down to Hell. 

Such views deserve relating, not because they seem amusing today, but 
because they illustrate a problem that is constantly confronting people in 
connection with all new ideas whether in the field of economics or else- 
where. Conservatism of thought and action has its advantages in preventing 
mistakes and hasty, unwise innovations, but it involves the danger of 
checking social progress. Fortunate indeed is the nation whose people 
possess that inquiring type of mind, ever searching with scientific imagina- 
tion for the truth, and that freedom from inertia and pure habit in action, 
which enable them quickly to distinguish the good from the bad and hasten 
the adoption of that which makes for the common weal. Conditions have 
helped to develop such characteristics in the American people to a higher 
degree than in most countries, and this is a social asset the importance of 
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which must not be overlooked. It must be added, however, that whenever 
innovations seem likely to injure the economic interests of any group, 
opposition is certain to develop. In the case of railroads such opposition 
arose from the owners of inns, stagecoaches, ferries, and canals. Economic 
history is filled with illustrations of the operation of such obstacles to 
progress. 

To overcome the disbelief in the possibility of railroads, technological 
improvements had to be devised. Motive power, the chief problem, involved 
many failures before the steam engine was made practicable. The first 
locomotives were so heavy that they smashed the track, or they proved 
unable to draw a load up an appreciable grade, or they ran off the track in 
going around a curve; and they were constantly breaking down. Hence, at 
the start, various other sources of motive power were tried such as sails or 
a device like a handcar; but the horse was the chief reliance and it was found 
possible thus to draw two cars with fifty-five people 9 miles an hour. How- 
ever, American ingenuity soon overcame these difficulties; a suitable road- 
bed, iron rails, and a practicable locomotive were devised; so doubters had 
to give way before the great enthusiasm for railroads that ^wept over the 
country. 

There were also the problems of organization, management, and finance. 
At first it was expected that this new road would be used in the same way as 
other roads; that is, that each user would employ his own cars and motive 
power. When the locomotive displaced the horse, it was obvious that the 
railroad would have to provide the motive power, but on some railroads 
cars were supplied by individuals for a considerable period. The difficulty 
of organizing traffic on a single track necessitated centralized control and 
the use of frequent sidings, especially before the advent of the telegraph. 
The lack of any comprehensive planning of construction resulted in the 
adoption of varying gauges in different sections of the country and this, 
combined with the use of ferries over the larger rivers, necessitated the 
constant unloading and reloading of long-distance shipments. 

Financing of the Railroads. With but few exceptions, the railroads 
were built by private corporations under state charters. The corporate 
form of organization was necessary to obtain the relatively large amounts 
of capital required and to provide the centralized management essential 
to successful operation. The willingness of private capital to invest in these 
enterprises was due partly to the fact that many of the earlier roads, being 
located in regions where population and traffic were most dense, proved 
financially successful from the start. Also these lines were commonly so 
short that no very large investment was involved. On the other hand, in 
the case of the longer roads, particularly those built in the more sparsely 
populated and less wealthy regions, public aid was commonly sought. 
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usually in the form of town, city, county, and state subscriptions for the 
bonds or stock. Some capital was obtained from abroad, where a consider- 
able amount of state bonds was sold up to 1837, and railroad stocks were 
dealt in on the London stock exchange. 

In New England, little state aid was given the railroads outside of a few 
loans by Massachusetts after 1837. In New York, the series of short rail- 
roads that finally completed a line from Albany to Buffalo was built with 
private capital. The demand for a railroad from New York to Lake Erie 
through the less populous southern counties of the state that had not 
benefited from the Erie Canal led to a state advance oi over $6 million to 
the New York and Erie and small loans to several short roads. Yet the 
towns, cities, and counties subscribed several times this sum for railroad 
se?curities. Much the same situation prevailed in Pennsylvania and Mary- 
land where Philadelphia and Baltimore, anxious to secure rail connections 
with the West, subscribed heavily. Virginia took three-fifths of the stock 
of many roads and by 1860 had wded them to the extent of $21 million. 
She also guaranteed some railroad bonds and built a difficult portion of one 
line over the mountains. Stock subscriptions or guarantees of bonds were 
common among other Southern states. In Georgia, the state itself built the 
Western and Atlantic connecting Atlanta and Chattanooga and continued 
to operate it until 1870. 

In the West where distances were greater, population and traffic less 
dense, and ca[)ital scarce, there was at the si art more dependence on public 
support. In 1837, Ohio promised state subscriptions equal to half the private 
subscriptions to railroad stock. At the same time Indiana, Illinois, and 
Michigan adopted elaborate plans for internal improvements, including 
railroads, to be built by the state. After the panic of 1837, they became so 
financially involved that it was impossible to finish the roads actually 
begun, and they were finally sold to private companies, often at a heavy 
loss. In the Southwestern states, financial aid was generously extended, 
usually in the form of loans, guarantees of bonds, or subscriptions to stock, 
but the impairment of state credit after 1837 put an effective check on aid 
from that source, at least until the 1850’s. 

This in part explains the demand for Federal aid and the resulting series 
of land grants starting in 1850. To meet constitutional scruples, these 
grants were made to the states which in turn conveyed them to the rail- 
roads, and the latter sold either the land or bonds secured by a mortgage 
on the land. The form that these grants took has already been described. 
The first made a grant from the public lands in Illinois, Alabama, and 
Mississippi for a railroad to run from northern Illinois to Mobile, which 
now makes up parts of the Illinois Central and the Mobile and Ohio rail- 
roads. A few more grants were made, 1852-1853, and a large number, 1857- 
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1858, when the first period of railroad land grants came to an end. Except 
for Florida, Alabama, and Michigan, all these grants were in slates border- 
ing on the Mississippi River and totaled over 30 million acres. 

More indirect forms of aid were often given by various provisions of the 
charters granted to the railroads by the states. In the earlier period of 
construction, each charter involved a special act of the legislature, and 
there was likely to be much undesirable lobbying in connection with its 
provisions. Some railroads were given a monopoly of the right to build a 
line in a specified region for a varying period of years to attract investment, 
but such monopolies were so unpopular that, once the success of railroads 
was established, few were granted. The people suffered for decades from 
such a monopoly given to the Camden and Amboy Railroad running across 
the state of New Jersey. Exemption from taxation for a period of years 
was a frequent privilege. Occasionally, lotteries were authorized to help 
raise capital, and a device particularly favored in the South was to allow 
railroads to do a banking business to aid in their financing, with results 
that were often disastrous for the banks and the holders of theii notes. 

The charters also included such restrictions as were deemed necessary 
to protect the public. Often the rate of dividend was limited, frequently to 
10 per cent, which was high enough to attract capital, but resulted in 
evasions and inefficiency where the road was able to earn more. Some- 
times, limits were set on the charges that the roads could make, and many 
charters permitted state purchase of the road after a specified date. How- 
ever, as the demand for railroads rose, there was a tendency to impose 
fewer restrictions to safeguard the public interest. 

Progress in the Construction of Railroads. Once the great possibili- 
ties of the railroad had been established, all the enthusiasm and energy 
back of the movement to hasten the country’s development eagerly turned 
to railroad building. The belief that there could not be tr)o many railroads 
became widespread, and the completion of each important link in the net- 
work was celebrated as a great event. 

As in the case of canals, the desire of the commercial cities to secure 
connections with the interior, especially with the West, hastened the con- 
struction of many lines. Cities where such connection by canal was im- 
practicable now eagerly turned to the railroad. Savannah, Charleston, 
Baltimore, Philadelphia, and Boston all became active in building lines 
to the West. The first important railroad, the Baltimore and Ohio, was 
started in 1828 but proceeded slowly, and in 1830 the country had only 
about 23 miles of railroad. 

In the course of the following decade, this total was raised to over 2,800 
miles (see the map on page 284). The most rapid construction at this time 
was in the Middle Atlantic states, where the roads were generally short 



TRANSPORTATION AND COMMUNICATION 


283 


and afforded little opportunity for long-distance travel. Still, by 1840, it 
was possible to go by rail and ferry from New York to Washington and 
from the Potomac to Wilmington, N.C. In 1834, the railroad running 
westward from Charleston 137 miles to Aughsta was the longest in the 
world under one control. In New England in 1840, the chief lines radiated 
only a short distance from Boston, and in New York a series of little roads 
paralleled the Erie Canal from Albany to Syracuse, but there was still 
no rail connection with the West in any section. In the West, about a 
dozen lines had been started, but none had attained a length of 100 miles. 

In the decade 1840-1850, despite the difficulties in financing due to the 
depression in the earlier portion, construction more than tripled the rail- 
road mileage of the country, raising it to over 9,000 miles by 1850. The 
most extensive building was in New England, which section had secured a 
very fair system by 1850. Boston obtained rail connections with New York 
City in 1849 and with the West through completion of lines to Albany and 
to Ogdensburg on the St. Lawrence. In the middle states, though the series 
of lines from Albany to Lake Erie had been completed, the Erie, the Penn- 
sylvania, and the Baltimore and Ohio still fell short of reaching their west- 
ern objective points. In the South, the chief gain was the completion of 
the lines from Charleston and Savannah to Atlanta and the connecting 
of that city with Chattanooga. In the West, the construction of a line across 
Ohio from Cincinnati to Sandusky and another across Michigan from 
Detroit to Lake Michigan were the chief accomplishments. Thus, up to 
about 1850, the railroads provided no more than the bare beginnings of a 
system for long-distance and intersectional movement of traffic. It re- 
mained for the next generation to witness such an achievement; but the 
succeeding decade alone did provide the first through rail connections 
between the sections east of the Mississippi River (see the maps on page 
285). 

The decade 1850-] 860, being one of very general prosperity and marked 
speculative activity favorable to railroad construction, resulted in tripling 
the mileage, the total rising to over 30,000 miles — about half the world's 
total at that time — and around $1 billion was invested in these new lines. 
Construction was pushed so rapidly and financed by such methods that 
various Western roads became bankrupt — a development that helped to 
bring on a sharp but brief panic in 1857 which checked new construction. 
The difficulties of these roads arose in part because in the less densely 
populated regions it took time to develop sufficient traffic to afford a fair 
return on the investment; in part they were due to the unsound practice, 
which became fairly common at this period, of raising a large proportion 
of the needed capital by the sale of bonds while the stock was sold at a low 
price or given to the purchasers of bonds. The interest on the bonds created 
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a heavy fixed charge which proved financially disastrous when the earnings 
were small. 

Much the greater portion of the new construction during this decade 
was in the old Northwest, and by 1860 all of this region except the northern 
parts of Michigan and Wisconsin was provided with a fairly satisfactory 
system. The building of lines running westward from the Mississippi 
commenced in the middle of the decade, and by 1860 one line had been 
completed across northern Missouri to St. Joseph while several others 
extended 100 miles or so into Iowa. In the South, there were only a few 
short lines west of the Mississippi, but a substantial aid to long-distance 
traffic was provided by the completion of lines from Mobile and New 
Orleans to the Ohio River and the connection of Chattanooga by different 
roads with Richmond, Louisville, and Memphis. Yet, except for these few 
lines, the South was still very inadequately provided with facilities for the 
long-distance movement of freight, a fact that later proved a serious 
handicap for the Confederacy during the Civil War. Many of the Southern 
roads were built chiefly to connect the upland cotton belt with ihe leading 
seaports. 

In the North Atlantic states, the construction of this decade helped to 
fill in gaps, but by far the most important achievement was the completion 
of several lines linking the railroads of this section with those of the West 
thus providing for the intersectional movement of rail traffic. In 1851, the 
Erie reached Lake Erie; in 1852, the Pennsylvania entered Pittsburgh; the 
next year, the Baltimore and Ohio reached Wheeling, and the completion 
of a short gap in Ohio, combined with the opening in 1851 of the line from 
New York to Albany, gave Chicago through rail connections with the East. 
In 1857 was held the great Railroad Celebration marking the establish- 
ment of connections between St. Louis and New York. The difficulties 
that still attended such long-distance travel can be judged from the fact 
that this trip involved five changes of cars, two short steamboat trips, and 
two ferry trips. The lack of a standard-gauge track and of bridges over the 
larger rivers, combined with the many short lines, still made rail transporta- 
tion slow and expensive. The consolidation of the eight railroads which 
made up the line between Albany and Buffalo in 1853 marked the beginning 
of the movement to develop through trunk railroads, and the Pennsylvania 
began to extend its system at this time. The completion of the suspension 
bridge over the Niagara River in 1855 showed how the difficulties presented 
by the larger streams might be overcome. 

Railroad Rates and Traffic. The variations in railroad rates were such 
that generalizations concerning them are difficult. A tabulation of passenger 
fares in 1848 indicates that in New England they averaged between 2 and 3 
cents a mile, in the Middle Atlantic states around 33^ cents, in the West 
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just under 4 cents, and in the South between 4 and 5 cents. Freight rates 
were also lowest in New England, generally between 33^ and 6 cents per 
ton-mile, about one-third or one-half higher in the West, and still higher 
in the South. The bulky, less valuable goods were carried at much lower 
rates than others in order to develop trallic, according to the principle of 
charging what the LrafTic would bear. When, despite the doubts of some, 
experience revealed how much traflic in some commodities could be de- 
veloped by lowering rates, a more general acceptance of such a policy 
prevailed. Thus in the 1850’s there seems to have been a decline in rates, 
and many products were carried long distances at from 2 to 3 cents per 
ton-rnile. In fact, under the stress of growing competition as the network 
of railroads was expanded, some ratec were cut so low that agreements to 
keep up rates began to appear. 

In the early days, passenger traffic was the chief source of revenue of 
most railroads. Throughout this period, it continued to provide a much 
larger proportion of the operating revenue of ralhoads than is the case 
today when it contributes only about one-tenth of the total. It was the 
passenger traffic and then the less bulky and more valuable freight that 
the railroads first succeeded in I aking away from the water routes. Where 
no water transport was (‘vailable, the railroads obtained the bulky freight 
as well, since transportation over the turnpikes and ordinary dirt roads 
generally cost from 10 to 20 cents per ton-mile, a rate prohibitive for long- 
distance shipments. In consequence, as far as bulky freight was concerned, 
the railroads at this time served chiefly as feeders to the great channels of 
water transportation: the Mississippi and Ohio river system, the Great 
Lakes, the canals, and the ocean; in fact, many of the railroads were built 
for this purpose. For most such traffic, water transport was cheaper than 
rail, the cost seldom exceeding 1 cent per ton-mile. Thus in 1860, although 
nine-tenths of the grain received at Chicago came in by rail, practically 
all that was shipped eastward went out by water. 

Still there were a few bulky products moving by rail, cotton and coal 
being the most important at the start. For upland cotton, the railroad was 
the only practicable means of transport to the seaboard, and only just 
before 1860 was any considerable amount of that used in the New England 
factories shipped all the way by rail. The output of coal rose rapidly, and 
the railroads secured an increasing proportion of that traffic. As early as 
1847, the Reading became known as the great freight road of the country, 
and its annual tonnage exceeded that on the Erie Canal. The volume of 
traffic developed enabled it to carry this freight at even lower rates than 
were possible on the canal. The possibilities of the railroad as a competitor 
of the canal, thus shown, put a quietus, if that were needed, upon the agi- 
tation for more canals and induced the railroads to reduce rates so as to 
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develop new traffic as well as to compete with the waterways, though the 
chief successes in this competition were not secured until a later period. 

Other Transportation Facilities. With the rapid growth in the size 
of cities, better means for local transportation were essential and, when 
introduced, promoted further growth. Omnibus lines were started in New 
York in 1830; in 1852 the first horse-drawn streetcar line appeared there 
and its success quickly led to its adoption in other cities. 

In 1839, William Harndon started an express business from Boston to 
various points, and the service, which was chiefly concerned with the 
carriage of small packages and valuables, proved so popular that numerous 
companies sprang up to serve other sections. As the business grew to a 
volume necessitating the use of railroad cars, the express companies made 
arrangements with the railroads, usually exclusive, for handling the business 
carried by each road. This development combined with the very rapid 
consolidation of the smaller companies into large systems which occurred 
during the 1850’s — the most striking early illustration of this characteristic 
of modern capitalistic industry — soon led to a single company attaining 
substantial dominance in a given section. In the Northeast and the North- 
west, this fell to the American Express Company, in the South to Adams, 
and in the Far West to Wells Fargo, though there were sections where 
their services overlapped or independents intervened to provide competi- 
tion. 

As the demand for transport facilities in the Far West arose after the 
gold discoveries, stagecoach, express, and freighting services were rapidly 
provided. In 1849, a regular stage line from Independence, Mo., to Santa 
Fe was started; by 1860, there were three lines, one from New Orleans and 
two from Missouri, extending to the Pacific coast carrying passengers and 
mail. The Overland Mail, started in 1858, made the trip of 2,800 miles 
from St. Louis to San Francisco by the southern route in less than 25 days. 
In 1860, a speedier service for letters was provided by the Pony Express 
which, by relays of horseback riders, made the trip from St. Joseph, Mo., 
to San Francisco in less than 10 days. The charge at the start was $5 a 
letter. The American Fur Company established a steamboat service on the 
Missouri River which reached eastern Montana in 1834 and Fort Benton 
in 1859. Freight bound for the Pacific coast region went by sea, but the 
western plains and most of the inter-mountain region had to depend on 
ox-train freight service from Missouri River points. The trip to Denver 
might take from 4 to 6 weeks and that to Salt Lake over 10 weeks. From 
20 to 25 cents per ton-mile was a fairly standard rate, though there were 
great variations. There were many local freighting companies, and the 
largest concern, Russell, Majors, and Waddell, using 6,000 teamsters and 
45,000 oxen, is supposed to have had an investment of $2 million in 1859. 
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ImprovementB in Facilities for Communication. In addition to the 
cheaper and quicker means of transport provided, there were numerous 
other developments which improved the facilities for communication. The 
postal service was extended so that by 1860 there were over 28,000 post 
offices and over 260,000 miles of post roads. Though less than a third of the 
miles traveled by the mails was carried on the railroads, the total of over 
86,000,000 miles was more than 100 times that of 1791. The increased use 
of the service is best indicated by the fact that, in spite of much lower 
postal rates, the gross receipts of the post office were 27 cents per capita, 
or twenty-seven times the figure for 1791 o 

Up to 1842, the letter rates on a single sheet were from 6 cents for dis- 
tances under 30 miles to 25 cents for distances over 400 miles. These rates 
were so high that numerous devices were used to evade them, and many 
private individuals undertook to carry letters, despite the efforts of the 
Post Office to stop the practice as illegal. In 1845, the public demand forced 
a reduction to 5 cents per half ounce for letters ca^Tied less than 300 miles 
and 10 cents for greater distances; local letters paid 2 cents. In 1851, the 
letter rate was reduced to 3 cent*^ per half ounce under 300 miles. In 1855. 
registration of letters was provided for and in 1858 the first letter box for 
the collection of letters was installed in New York, l^ocal collection and 
free delivery did not come until 1863 when it was started in about fifty 
cities. 

Another important advance in communication facilities came with the 
introduction of the telegraph, perfected by Samuel F. B. Morse. Govern- 
ment aid made possible the construction of a line from Baltimore to Wash- 
ington, opened in 1844. When further government assistance was refused 
for fear the undertaking would not prove profitable, private initiative took 
it up, and soon lines were being rapidly built in all directions. By 1850. 
connections had been made with the larger cities of the West and by 
October, 1861, aided by a government subsidy, a line had been constructed 
to San Francisco, thus ending the brief career of the Pony Express. Mean- 
while, in 1858, the first transatlantic cable had been laid, but it soon ceased 
to work, and it was not until 1866 that it was successfully relaid. 

The Development of Printing and the Newspaper. In the fields of 
printing and publishing, as elsewhere, the progress of science and invention 
furthered the advance in communication facilities. A machine for the 
manufacture of paper in place of the slow hand process was introduced in 
Europe in 1803, though not widely adopted in this country until the 1830’s. 
It reduced the direct cost of manufacture to about one-eighth of that under 
the old process. Rags continued to be used as the chief raw material, and 
their scarcity remained a handicap until the cheaper wood pulp was 
adopted after the Civil War. The application of steam power to the printing 
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press after about 1835, together with the improvement of the press, notably 
by Robert Hoe and Company who brought out their revolving press in 
1846, revolutionized the printing industry. The resulting lowered costs of 
publishing gave a remarkable impetus to the printing of books, newspapers, 
and magazines of all types. 

Up to the 1830’s, the growth of newspapers, though fairly rapid, had 
not brought marked changes in their general character. Most papers were 
chiefly concerned with political and party issues, but a few devoted lo 
other special interests were beginning to appear. What has been called the 
first regular commercial paper was started in Boston in 1795, but it soon 
broadened its scope and it was not until the 1820’s that purely commercial 
papers appeared elsewhere. The first farmer’s paper was started as a 
monthly in 1819, and in 1828 the first paper devoted lo the intere-sts of 
labor was published while various religious papers were started abcvut the 
same time. By 1828, some 850 newspapers and periodicals were being pub- 
lished with a total annual issue of around 68 million copies. Only the large 
cities had daily papers, and these commonly sold for 6 cents a copy. 

With the advent of the penny paper in the 1830’s, a marked transforma- 
tion in the character of the daily press was initiated. The first successful 
penny paper was the New York Suriy started in 1833. Within 3 years it 
attained a daily circulation of 27,000 copies, considerably greater than the 
total of eleven other New York papers selling at 6 cents a copy. Soon 
similar penny papers appeared in other cities, and the reading of news- 
papers among the masses became more widespread than in any other 
country. As circulation rose, the great possibilities for advertising thus 
afforded were better appreciated, and the resulting increase in revenue 
from this source led the publishers to put greater efforts into increasing 
circulation. To appeal to a larger group of readers, politics became sub- 
ordinated to providing the news. Though the range of news published by 
The New York Heraldy started in 1835, was looked upon just as ‘"yellow” 
journalism is today, it met with popular support. Among these penny 
papers, most of which were ardent supporters of democracy, the Neiv York 
Tribune, founded by Horace Greeley in 1841, came to exercise an influence 
that was nationwide in its scope. 

The rapid expansion of the daily newspapers increased the total number 
to nearly 400 by 1860, at which date there were also nearly 3,000 weeklies; 
other periodicals brought the whole number to over 4,000. The total copies 
of these publications was estimated at over 900 million. The printing of 
books was stimulated in the same way, and the foundation of some of the 
best-known publishing houses goes back to this period. 
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AGRICULTURE AND OTHER EXTRACTIVE 
INDUSTRIES, 1815 1860 


Introduction. In a new and uridevelop<‘d country, as has previously 
been noted, the extractive industries are likely to be the ( hief lines of 
economic activity and the basis for the country’s industry and commerce. 
That such was the case in the colonial period has already been shown. In 
the period now under consideration, this still held true, since the develop- 
ment of the greater portion of the country’s area did not really begin until 
this period. It was during these years that its area was extended to the 
Pacific, and the Mississippi Valley, one of the largest and richest agricul- 
tural regions in the world, was being developed. All this tended to prolong 
the period during which the extractive industries played such a predom- 
inant part in the nation<il economy. 

Though the other extractive industries could not begin to compare in 
importance with agriculture, this was a period when mining experienced a 
very marked gain, for science and invention were showing new uses for 
mineral products, particularly iron and coal. The dis(‘overy of gold in the 
newly acquired Far West greatly increased the output of that valuable 
metal. The forests in the secjtion of the Middle West east of the prairies 
made possible an extension of the lumbering industry into that region, 
though the timber resources of the Fast had not yet been seriously depleted, 
"'fhe supply of fur-bearing animals in the trans- Mississippi region helped 
to continue the fur trade after these animals had been practically extermi- 
nated in the East. 

The period was marked also by substantial improvements in the methods 
of farming and in the economic organization of agriculture. The introduc- 
tion of better breeds of livestock and plants, greater care to maintain the 
fertility of the soil, and new farm implements and machinery, together 
with the rapid shift to commercial farming as one section after another 
secured cheap transport to distant markets and made specialization pos- 
sible, all helfied to increase the productivity of the nation’s chief economic 
pursuit. 

Improved Methods in Agriculture. This period proved remarkable 
for the numerous and revolutionary improvements made in agricultural 
implements and machinery. Though their adoption for general use pro- 
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ceeded slowly, it marked the beginning of a shift in many methods that 
had been little altered for centuries and was destined to prove a most 
important factor in the subsequent expansion of the country’s agriculture. 
The plow and the harrow were greatly improved, and machines were soon 
devised for other tasks that had previously been performed almost entirely 
by hand or with the aid of simple tools. Drills and seed sowers, cultivators, 
mowers, reapers, horse rake^, and threshers came in rapid succession and 
were constantly being improved upon, so that by the 1850’s American 
farm machinery led the world. In a country where labor was relatively 
scarce and land abundant, these laborsaving devices were of the utmost 
importance — a fact largely responsible for turning American ingenuity to 
their development. They made it possible for the fanner to raise much 
larger crops and lessened the danger of loss at harvesttime by increasing 
the speed with which crops were gathered, to say nothing of the great 
reduction in the cost of production. 

Another advance came through the greater care given to Ihestock and 
the efforts made to improve the various breeds, following the example set 
by England in the latter part of the eighteenth century. The importation 
of English Shorthorns, Devons, and llerefords resulted in increasing the 
amount and improving the quality of beef obtained; it also reduced the 
period required for the cattle to reach maturity. The herds kept primarily 
for dairy purposes were improved by bringing in Ayrshires, Guernseys, 
and Jerseys. In the case of horses, more attention was given to speed and 
the development of trotters and pacers; for general utility purposes, the 
Morgan breed from Vermont proved admirably adapted. The breeding of 
heavy draft horses, aided by the importation of such types as the Per- 
cheron, occurred somewhat later. Sheep had always been kept primarily 
for wool, and the importation of the fine-wooled Spanish merinos and later 
of the Saxony strain provided the finer grades then in demand. Subse- 
quently, various English breeds better fitted for producing mutton and 
lamb were obtained. In the case of hogs, the introduction of such breeds 
as the Suffolk, Essex, Berkshire, and China wrought a great change in the 
lightweight razor-backed native stock. 

The selection of seed also began to receive more attention, and the 
government not only imported foreign plants and seeds but began a small 
free distribution of seed. Thus progress was made in obtaining better 
grades of grains, vegetables, and fruits. 

The investigations of Liebig and others provided a better knowledge of 
the chemistry of the soil and led to more intelligent adaptation of crops 
to the soil, as well as to efforts to improve the fertility of the land. Manure, 
previously often left unused, was spread over the fields, and various new 
fertilizers began to be employed. The use of root crops and a better system 
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of rotation not only helped to maintain the fertility but obviated the 
necessity for letting the ground lie fallow or else abandoning its use. None- 
theless, since land was cheap and new land easily obtainable, most farmers 
paid scant attention to the problems of soil conservation. To European 
eyes, American methods appeared extremely wasteful, often nothing short 
of land butchery. 

A final factor furthering agricultural progress was the development of 
various facilities for investigating the farmer’s problems and spreading 
abroad a knowledge of better practices. This was left almost entirely to 
private individuals or organizations, such as the agricultural societies that 
began to be formed after the Revolution. The rapid spread of county and 
state agricultural fairs helped to bring the farmers together, gave them an 
opportunity to see and to buy the best livestock or the newest im{)lements, 
and, through the award of prizes, offered an incentive to improve farm 
products or the household products of the farmer’s wife. Similarly, the 
growth of farmer’s newspapers and journals spread information as to belter 
farming methods. 

Considering the predominance of agriculture, governmental bodies did 
surprisingly little to promote better methods. The states promoted a few 
investigations and issued some reports, but almost nothing was done to 
teach the subject in the schools, and it was not until 1857 that the first 
state agricultural college was founded by Michigan. The Federal govern- 
ment did not organize the separate Department of Agriculture until 1862. 
Previously, its activities in this field had been carried on under the Com- 
missioner of Patents and were mainly confined to the importation of 
foreign plants or seeds and a small distribution of free seed. 

The Economic Organization of Farming. The cheapness of land, 
combined with the relatively high cost of labor and capital, continued 
during this period, just as in colonial times, to promote extensive methods 
of farming. The opening up of the West tended to check the rise or to cause 
a decline in the value of eastern farm land. In the neighborhood of the larger 
cities, however, the rise in land values led to a more intensive agriculture, 
chiefly in the form of market gardening. 

Land being so easily obtainable, most farmers owned their land, and it 
seems improbable that the proportion of tenants was very large, though no 
statistics are available. Presumably, tenancy was most common in the 
South. Typically, the tenant could look forward to the time when he had 
accumulated enough savings to buy a farm of his own, at least with the 
aid of a mortgage. 

For such borrowing as he found necessary, the farmer generally had to 
depend upon loans obtainable in his immediate locality either from banks 
or from private individuals. A mortgage on his land or chattels was usually 
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the only security he had to offer and, in the undeveloped state of the farm 
mortgage business, there was little market for such investments at any great 
distance. In the East, the farmer of good standing could ordinarily secure 
such loans, especially where the banking laws discriminated against loans 
outside the state. In the rapidly developing West, the scarcity of local 
capital was largely responsible for the demand for cheap money, easy 
credit, and reckless banking which, as will later be seen, arose in that 
region. In the South, the heavy investment of the large plantation owners 
in land and slaves, often combined with a tendency to live beyond their 
means, resulted in many becoming heavily burdened with debt, just as in 
colonial times. Here the practice of mortgaging the crop in advance became 
common, even among the smaller cotton growers, often with disastrous 
results if the crop proved unprofitable. 

The problem of his labor supply was always a serious one for the farmer. 
In a country where a competent worker so commonly found it possible to 
satisfy his ambition to own his farm, few were content to remain hired help 
for long. At the seasons of the peak load of farm work, such as harvesting, 
many could be induced to give up their usual occupation for the sake of 
the temporarily high wages offered. In consequence, most farms were 
limited in size to tracts such as could be cultivated by the labor available 
in a single family, and small-scale economic units were the rule. The only 
important exception was the Southern plantation where slavery provided 
the needed supply of labor. . 

The economic organization of agriculture in many sections of the country 
was almost completely transformed by the widening of the available 
markets resulting in part from the growth of population but chiefly from 
the introduction of better facilities for transportation. In consequence, 
agriculture became much more commercial in character than it had been 
theretofore; that is, a much larger proportion of the farmer’s products was 
raised for sale in the markets. This enabled the farmer to specialize in the 
particular crops for which his land was best fitted, thus increasing the 
productivity of agriculture generally; also, it tended to emphasize the one- 
crop system of cultivation and, by reducing the number of things produced 
to supply the needs of the farmer’s family, increased the amount that had 
to be bought, thus making the family less self-sufficing economically. 
Although this was the dominant tendency, the change often took place 
slowly and conditions varied greatly as between different crops, different 
periods, and different regions. 

This trend toward commercial agriculture greatly increased the economic 
risks confronting the farmer. The size of his main cash crop and the price 
obtained for it might mean prosperity or ruin for him. Market conditions 
determined the cost of a .growing proportion of the goods that he con- 
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sumed. Thus his fate became increasingly kxiked up with economic develop- 
ments in the rest of the world, and his concern with national affairs was 
greatly broadened. 

Another aspect of the trend toward commercial agricultiu’e must also 
be noted. The prices of farm products are ultimately determined in the 
markets where they are consumed and these markets may be local, national, 
or international in character. Jhit the price received by the farmer is reduced 
by all the costs of transportation, middlemen’s services, etc., involved in 
getting the produce from the farm to these markets. Moreover, in the 
United States, as compared with most European countries, these costs are 
generally very high, chiefly because most produce has to be carried far 
greater distances to reach the ultimate market than is the case in Europe. 
This is notably true of the main farm staples, many of which are exported, 
and upon which most farmers have specialized; it is in some measure true 
even of the small produce carried into the towns and cities and sold for 
local consumption. 

The foregoing explains the American farmer’s great interest in the costs 
of transportation and, during this period, his vigorous demand for internal 
improvements, especially railroads. At first, anything to get railroads was 
likely to be approved; later, when the railroads had been obtained, the 
attitude toward them changed and there arose a persistent demand for 
lower railroad rales. 

Much the same situation determined the farmer’s attitude toward the 
middlemen and their various charges. In this period, when the middlemen’s 
services were generally provided by small individuals or partnerships, the 
farmer felt that he was in a less unfavorable position for bargaining for 
the sale of his produce than is the case today when he may have to deal 
with large corporations and seeks a defense in powerful cooperative market- 
ing organizations. 

Since the trend toward commercial agriculture made the fluctuations 
in prices of farm products so much more important in determining the 
prosperity of the farmer and his reaction on many economic issues, a 
knowledge iff those fluctuations is essential for an understanding of the 
history of agriculture during this period. It was not until after 1817 that 
there was a precipitate drop from the abnormally high level of agricultural 
prices that had been sustained by the prolonged period of wars since 1793. 
By 1821 the level had been brought down to that of 1793, a drop from 
which the farmers suffered severely. Prices remained about this low level 
for nearly a decade, even reaching a slightly lower point in 1830. A some- 
what higher level prevailed through 1834 followed by a rapid rise during 
the next two years. After the outbreak of the panic of 1837, prices declined 
substantially for over a year, but early in 1839 had recovered most of the 
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loss. Then a sudden drop, succeeded by a slower fall up to 1843, brought 
the level down to the lowest point since the century opened. In fact, there 
was probably no period during that century when market conditions were 
so bad as in the early 1840’s, unless it was in the middle 1890’s. After 1844, 
aided by the repeal of the British corn laws, the demand created by the 
Crimean War, and the stimulus of the gold discoveries, a marked advance 
occurred which by 1855 brought the level to the peak reached in 1836; even 
after the substantial decline following the panic of 1857, the level remained 
appreciably above the average for the period. Thus the 15 years preceding 
1860 brought general prosperity to the farmers. 

The Progress of Agriculture in the North and the West. Although 
general farming continued to prevail in New England, there was some 
tendency to give increased attention to dairying and market gardening to 
supply the growing urban population. Horses continued to be raised, and 
there was a market expansion in the merino sheep flocks, chiefly in Ver- 
mont; after 1840, however, the number of sheep in New England rapidly 
dwindled. Of the leading grains, this section produced relatively litlle, oats 
and corn being the most important. Wheat, never extensively grown, de- 
clined further after 1840, owing to an insect pest. In these crops, as well 
as in pork and beef. New England suffered from the growing competition 
of the cheaper and richer lands of the West, particularly after about 1810 
when these Western products began to be brought to the East in ever- 
increasing volume. Thereafter the progress of New England agriculture 
was slow. Many farmers or their sons migrated to the West or sought other 
pursuits in the cities; those that remained who were not contented with 
supplying most of the family needs from the farm and selling a small 
surplus in the local market to obtain cash, turned to dairying or market 
gardening where Western competition was as yet less felt. 

In the middle states, somewhat similar tendencies were in evidence but 
growth was more marked, aided by the expansion of farming in western 
New York and Pennsylvania. Wheat continued to be the chief staple, and 
the output of the fertile Genesee Valley brought a substantial increase in 
this crop. In 1850, Pennsylvania grew more wheat than any other state, 
though the Census of 1840 had shown Ohio temporarily in the lead. The 
per capita crops of oats and rye exceeded those of any other section in 
1860, and that of barley was only second to the Pacific coast section. Among 
livestock, beef cattle and swine received slight attention. Sheep raising 
spread rapidly in New York and parts of Pennsylvania up to about 1840, 
but declined thereafter. Dairying steadily rose in importance, and in 1860 
New York produced almost twice as much butter and more than twice as 
much cheese as any other state, and Pennsylvania was second in butter 
output. The introduction of the cheese factory in the 1850’s marked another 
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step in the transfer of various activities away from the farm. In these 
states, too, orchard products and in New York the cultivation of hops and 
grapes received more attention than elsewhere. 

In the group of states west of the Mleghenies and north of the Ohio or 
the Missouri rivers, the great staple products were corn, wheat, hogs, and 
cattle. Of course, the pioneers and earlier settlers in this region found it 
necassary to raise a variety of farm products for family use and often 
engaged in other activities such as lumbering, hunting, and the manu- 
facture of various household products. But as population increased in 
density and better transport and marketing facilities became available, 
the tendency to concentrate on the great staples, particularly in the later 
occupied sections, became more marked. *n consequence, by 1860 the wheat 
crop in each of four of the states in this section exceeded that of Pennsyl- 
vania, and the per cajuta crops of wheat and corn in the group were almost 
twice those for the whole country and several times those for the New 
England or middle states. Though the per capita figure for cattle, other 
than milk cows or working oxen, was a triile below, and that for swine 
about 50 per cent greater, than the resf)eclive figure for the whole country, 
both were much greater than the figures for New England or the Middle 
Atlantic states but lovvej than those for the South. E\idently this section 
in the decade or two before I860 was providing the Northeastern stales and 
also England with a growing [irotxirtion of its wheat and pork products. 

The growth of these markets proved most fortunate for this section, since 
otherwise the expansion and specialization in its staple crops would have 
been impossible. The drop in prices in the early I810's to one-half or one- 
third those prevailing in the middle t830’s so that, wheat was selling around 
50 cents a bushel, corn around 12 cents, or pork and beef around 8 cents a 
pound, though partly a reaction from the speculative boom, indicated the 
need for greater markets if expansion along these lines was to continue. 
In fact, these years of low prices combined with other factors did tend to 
shift attention to other products than the great stajiles — at least in some 
sections. 

In Ohio, farming was always more diversified than in the states farther 
west, owing partly to necessity in the early days and later to the growth 
of urban population. In this slate, sheep were an important element among 
the livestock. In 1840, Ohio had more sheep than any other stale but New 
York and, from 1850 until the rise of the range industry in the Far West, 
it was the chief wool-growing state. In other states of this section, farmers 
turned to sheep raising during the depression, but outside of Ohio and 
southern Michigan this interest was soon lost. Dairying, how^ever, rei^eived 
more and more attention. In 1860, Ohio was third among all states in the 
production of butter and Illinois fourth, while Ohio also produced nearly 
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one-quarter of the country’s cheese. By this dale also, oats, hay, and 
orchard crops were of some importance in the section east of the Mississippi. 
In Ohio, tobacco and grapes could be added to this list. 

The sudden growth of population on the Pacific coast, chiefly in Cali- 
fornia, led to a development of agriculture mainly to supply local needs but 
partly for export. This furnished a more stable basis for the growth of the 
region than the uncertainties of gold mining. Wheat, barley, cattle, hides, 
and wool were the chief products sent out from this section, mostly from 
California, but the amounts were small. The collapse of the boom market 
for cattle following the exodus from the mines was disastrous for the big 
ranchers, and after 1856 many herds were slaughtered for the hides and 
tallow. The vast region between the settlements along the coast and those 
on the prairie frontier played no real part in the country’s agriculture. The 
small scattered settlements that existed supplied their own needs as far as 
possible but nothing more, except for a little wool or a small herd of cattle 
occasionally sent out from the region of New Mexico. 

Southern Agriculture. The agriculture of the Southern states during 
this period is made particularly interesting because of the opportunity it 
affords to study the effects of slavery upon economic life and development. 
However, the use of slave labor was largely concentrated on Ihe great 
Southern staples, and there were large areas not well adapted to these 
staples where the proportion of slaves in the total })opulation was relatively 
small (see the maps on page 301) and a different type of farming prevailed. 
The dominant type of the agriculture in these different sections must be 
briefly characterized. 

In the Appalachian section the Southern mountaineers were practically 
self-sufficient families; the economic developments that so altered condi- 
tions in the rest of the country swept around them unnoticed and left 
them among the most backward group of farmers in Ihe country, securing a 
meager living from their little hill farms much as they had in colonial 
days. Below this region in the Piedmont, was a section extending to South 
Carolina and given over to moderate-sized farms that raised a variety of 
products, but especially wheat, corn, and livestock. 

Still farther eastward in Maryland and Virginia — later in North Carolina 
as well — came the tobacco-growing region where slaves were more numer- 
ous. The desirability of using slaves in raising tobacco was being questioned 
even before the Revolution, for it was seen that, as the fertility of the land 
declined and more careful methods of cultivation became necessary, the 
labor of Negro slaves was less economical. However, as the demand for 
slaves from the cotton belt increased and their price rose, a counteracting 
factor appeared in the greater profit from the sale of those born into 
slavery. In Maryland, the number of slaves declined after 1810 and in 
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Virginia remained about the same after 1830. Whereas the tobacco crop 
of this section showed little growth before the later 1840’s, the higher 
prices in the 1850’s resulted in a doubling of the output. Along with tobacco, 
this region also raised corn, hogs, and such ofther products for its own 
needs as could be grown there. 

West of the mountains were the border states of Kentucky and Missouri 
growing practically no cotton but holding a considerable number of slaves. 
Just south of them, Tennessee and Arkansas, though having small sections 
devoted to cotton, generally followed lines of farming similar to those in 
the border states. Kentucky raised a great variety of products but became 
noted for the breeding of livestock, particularly horses, for leading all states 
in the production of hemp and tlax, and for developing a new tobacco- 
growing center which before long rivaled Virginia in its output and, to- 
gether with the crops of the adjoining states, came to exceed that of the 
South Atlantic states by 1860. Though less prominent in these specialties, 
Tennessee and Missouri also raised them along with the more common 
staples of the region. 

The Agriculture of the Lower South. In the lower South, the domi- 
nating feature in agricultural development was the increase and westward 
extension of cotton growing. Starling in 1820, when the total cotton crop 
was about 160 million pounds, the output was at least doubled in every 
decade up to 1860, except for that of the 1810’s when low prices resulted 
in an increase of less than one-quarter; in the boom period of the 1830’s 
it was almost trebled. By 1860 this crop exceeded 2,200 million pounds. 
Though the output of the South Atlantic states steadily rose, that of the 
states to their west increased much more rapidly; this latter group, though 
raising barely one-third of the total crop in 1820, outstripped the former 
group before 1830 and raised Ihree-quarters of the total by 1860. 

Though upland cotton became the great staple of this region, there 
were a few small sections along the seaboard that specialized in other crops. 
Long-staple sea-island cotton continued to be grown in the limited area 
suited for it. The same was true of rice, though there was no appreciable 
increase in the output; on the other hand, the cultivation of indigo >\as 
abandoned. A significant development was the rapid growth of Ihe cane 
sugar industry, though this was practically confined to Louisiana. Being 
vitally affected by changes in tariff duties and the alternative profits of 
cotton growing, its advance was fluctuating, but the peak of production 
during this period was reached in the early 1850’s with an output of 450,000 
hogsheads, besides the by-product of molasses. Thus, in part, a domestic 
source of supply was provided for a product almost entirely imported 
before 1800. By 1830, the output supplied around one-half of the country's 
consumption. For all three of these minor staples — sea-island cotton, rice, 
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and sugar — relatively more use was made of slave labor than in the case of 
upland cotton. 

Though the agriculture of the lower South was dominated by these 
staples, this section also raised most of the food products consumed there. 
The amount of cotton that anyone could raise was limited by the supply 
of labor available for picking the crop, since an individual could pick only 
about half as much as he could raise. Though women and children could 
be used for this work, it meant that there were seasons when the supply 



Fig. 18. Production and New York price of cotton, 1790-1860. 

of male labor was only partly employed in the cotton fields. To prevent 
waste from idleness it was common to use such labor for raising corn; thus 
in many sections it was customary (o plant 8 to 10 acres of cotton and 6 to 8 
of corn, for every able-bodied slave. Similarly, to help keep all the slaves 
employed and to use other resources to the fullest extent, hogs, poultry, 
and some cattle were generally kept and garden products widely raised. 
Some wheat was grown in the cooler sections, and a few sheep were raised, 
generally of an inferior grade — a characteristic of much of the Southern 
livestock. The larger plantations took a further step toward self-sufficiency 
by maintaining carpenters and other skilled workmen. 

The result of this diversification of products, despite the concentration 
on a few staples in large areas, was that the South as a whole in 1860 had a 
larger output of corn, peas and beans, and hogs per capita than did the 
country as a whole. It also had about the same proportion of milk cows, 
though the per capita butter output was less than half that of the country 
and almost no cheese was made. The per capita wheat crop fell about one- 
third below that of the country. Since nearly one-third of the population of 
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the South consisted of Negro slaves whose chief articles of diet were corn 
and pork products, it would appear that the South as a whole must have 
been able to supply most of its own food consumption. What the cotton 
belt lacked was generally available in the adjoining border states; the lower 



Fig. 19. Cotton and tobacco production and slaves, 1859-1860. {Reproduced from C. 0. 
Paullirit Atlas of the Historical Geography of the United StateSy* New York, 1932, by per- 
mission of the American Geographical Society of New York.) 
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Mississippi region was more dependent on Northern sources. Though some 
supplies such as wheat, butter, and, for. the livestock, hay were brought 
in from the North, they provided only a very small proportion of the total 
consumption. 

Economic Aspects of Slavery. The questions why slave labor was used 
in Southern agriculture and what were the economic effects of its use are 
not easily answered, for many factors are involved and needed data are 
lacking. Its chief advantage consisted in the certainty of control over a 
definite supply of labor and such mobility as resulted from being able to 
shift it from place to place. There was also at least the possibility that it 
might cost less than free labor, though numerous disadvantages, varying 
in importance with the purposes for which it was used, lessened this likeli- 
hood. 

The chief economic disadvantage was the idling, carelessness, and in- 
efficiency typical of all forced labor, and the resulting necessity for costly 
supervision. Also, most of this labor was suitable for only a ffw rather 
simple types of work and could not be shifted easily to other tasks. The 
original cost of the slave plus the constant outlay for the maintenance of 
the whole family created a heavy overhead or Iked charge which might 
prove very burdensome and was always an incentive to increasing output 
almost regardless of market conditions. The slaveowners often bore costs, 
such as relief of the poor, which might be shifted to the community in 
regions of free labor. The difficulty in adjusting output to demand so as to 
secure a fair profit, which is typical of so many farm products as well as of 
those turned out by industries using a large amount of fixed specialized 
capital, was substantially increased wherever slave labor was employed. 
The result was a succession of periods of high profits and heavy losses, 
which tended to give such pursuits a highly speculative character. 

Finally, it must be noted that the eflects of Southern slavery were sub- 
stantially influenced by the characteristics of the people who were enslaved. 
A race developed in the tropics was physically better able to endure the 
climatic conditions in certain sections, notably those devoted to rice and 
sugar cane, than was the white population. On the other hand, most of 
these slaves were but a few generations removed from a barbaric life in 
Africa. Civilization is a slow process under the best of conditions and, in 
tue case of these slaves, though progress took place, the process was often 
made difficult rather than easy. Most slaves used in the fields were simple, 
careless, ignorant, and emotional. These traits only increased the ineffi- 
ciency that marks forced labor of any type. Still, the resulting impotence 
of the Negro slaves, combined with the fact that they were originally 
selected from the more docile African tribes, made the problem of their 
control easier. 
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The efficient use of slave labor depended on the characteristics of the 
slaves and the varying conditions faced in producing different kinds of 
goods or services. Cotton was the crop for which most slave labor was used, 
and the spread of cotton growing did more than anything else to intrench 
the hold of slavery on the South after the eighteenth century. The adapt- 
ability of Negro slaves for raising this crop was believed to be based on 
several conditions: (1) The work involved was simple and routine in 
character; only plain tools were used. (2) Supervision was relatively easy 
because more labor per acre was used than for many crops. (3) At the peak 
of the labor demand in pu;king, practically the whole slave family, young 
and old, could be employed. (4) Though the methods employed tended to 
exhaust the soil and so to necessitate either a more careful and varied agri- 
culture, for which slave labor was less adapted, or else a resort to new 
fertile land, this latter alternative was always available, for the rich 
alluvial soil of the Mississippi Valley was more fertile than that of the older 
cotton-growing states and the limit of expansion had not been reached in 
1860. 

Rice and sugar cane appear to have been staples where the use of slave 
labor was more advantageous than in the case of cotton. This was due 
chiefly to the climatic conditions prevailing where these crops were raised, 
which were particularly trying for Ihe whites, the more so then because 
of lack of modern medical knowledge. The concentrated use of labor 
made supervision easy, (hough the possibilities for expansion of the area 
under either crop were slight and the sugar plantation offered little chance 
to use the labor of the whole slave family. When it came to tobacco, 
more serious doubts as to the advantages of using slaves arose. The amount 
of labor required per acre was very large, averaging one hand for 2 acre^; 
but the crop needed unusual care in handling and exhausted the soil very 
rapidly. As new land suited for this crop was limited, soil-conservation 
methods were very desirable. The fact that slaves were less generally used 
in newer tobacco-growing regions of the West than in the older regions 
seems to reflect the growing doubts as to the advantage of their use. 

When it came to such a staple as wheat, experience seemed to show that 
the use of slaves was generally uneconomical. The labor required per acre 
was small, making supervision difficult; as machinery was introduced, it 
decreased the amount of labor reciuired and increased the need for skill. 
In Missouri, the use of slaves in raising wheat was practically abandoned. 
Though some were still employed in the best wheat fields of Virginia, this 
may be explained as due to the difficulties in making a shift to free labor 
and various noneconomic factors. The preponderance of hogs among 
Southern livestock was due partly to the smaller amount of care required 
in raising them. 
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Thus cotton was the great staple chiefly responsible for the expansion of 
Southern slavery in the nineteenth century. In 1790, there were nearly 
700,000 slaves in the country including about 40,000 north of Mason and 
Dixon’s line; by 1830, there were over 2 million; by 1860, nearly 4 million. 
Probably over three-quarters of this total were on the cotton-growing farms 
and plantations. Moreover, the periodic fluctuations in the price of slaves 
corresponded with those in the price of cotton. About 1800, when cotton 
growing was rapidly increasing, good field hands were selling at from $400 
to $600 in older slaveholding states. Diu*ing the War of 1812, when the 
export of cotton was checked, the price fell to around $100, but quickly 
rose after 1815, only to drop as cotton fell in the 1820’s. The boom of the 
1830’s carried the price to over $1,000, but this was almost cut in half in 
the depression of the early 1840’s; the prosperity of the 1850’s raised prices 
to the highest level on record, varying from $1,200 in Virginia to $1,800 
in Louisiana. 

In the last decade, it was a common rule of thumb that a prime field 
hand was worth $100 for every cent of the market price of cotton, \rtisans 
sold for about twice as much as prime field hands of the same age; prime 
women brought a quarter or a fifth less than prime men; boys and girls 
entering their teens and men and women entering their fifties sold for about 
half the price of prime hands of either sex. For the period as a whole, the 
price of slaves tended to rise though the price of cotton tended rather to 
decline. This was due to the prohibition of imports of slaves after 1808 — 
though some were smuggled — combined with improved methods and the 
rapid westward expansion of cotton growing. This Western demand kept 
the price of slaves in that section above that in the older states and was 
responsible for the growth of the domestic slave trade. It is estimated that 
some 220,000 slaves were sold out of Virginia to the Southwest between 
1830 and 1860, and that the total domestic trade during the 1850’s averaged 
around 80,000 a year with a value of about $59 million. 

Though cotton growing was the chief basis of nineteenth-century slavery, 
it has been questioned whether the use of slaves in raising this crop was 
really very generally profitable. In the absence of adequate cost-accounting 
data, no certain answer can be given. Professor Phillips, a most careful 
student of slavery, has said, “As a matter of fact it was only in special 
industries, and only in limes of special prosperity, that Negro slave labor 
was of such decided profit as to escape condemnation for its inherent 
disadvantages.” If this view is correct, though L. C. Gray believes it 
exaggerated,* how can the steady growth of slavery be explained? A pos- 
sible answer is to be found in certain conditions that would tend to prolong 

1 See his “History of Agriculture in the Southern United States to I860,” vol. I, 
Chap. 20, Washington, 1933. 
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the use of slaves in cotton growing even if this were not generally profitable. 
These are important as illustrating how complicated the factors shaping 
economic development may be. 

1. How the diHiculty of adjusting output to demand characteristic of 
so many farm products was increased by the use of slaves has already been 
noted. This was also aggravated by the heavy indebtedness of many 
planters and the system of crop liens, since the lenders commonly insisted 
that the borrower raise cotton. The constant ellbrt of the planter to get 
more land and more slaves added to these difficulties. 

2. The resulting highly speculative character of cotton growing led to 
consec^uences typical of speculative enterprise. An overoptimistic attitude 
prevails; occasional high returns lead people to underestimate the chances 
of loss, as was seen in the early gold rushes, though the clearest case is 
provided by the lottery where people will buy tickets well knowing that 
the chances are against them. In cotton growing, this speculative optimism 
was illustrated in the 1830’s and the I850’s when the prices of land and of 
slaves were forced up to levels unremunerative for many growers. 

3. There were the inertia, clinging to old habits, and ignorance, par- 
ticularly the lack of cost analysis, that are found in every line of business 
but are widespread arni^ng farmers. The overseers employed by the large 
planters were more concerned in getting good immediate results than in 
the long-run success of the plantation. Also, any shift from slave to free 
labor created problems of the greatest difficulty. 

4. There were in addition the noneconomic factors: the fear of the conse- 
quences of freeing the slaves, among some the dislike of selling them, and 
the fact that one’s social prestige, though chiefly dependent upon ancestry, 
might be influenced by the number of slaves owned. All these conditions 
tended to prolong slavery regardless of its economic efficiency. 

General Effects of Slavery, Economic and Social. The reactions of 
this peculiar institution on the South were so manifold and important that 
at least some of the most significant must be noted, though it should be said 
that in many cases Negro slavery was only one of the factors contributing 
to the results named. 

Economically, the South became a highly specialized section devoted 
almost entirely to agriculture, and its prosperity was dependent largely 
upon the success of a few great staples. Except for most of its food, it had 
to rely upon outside sources for manufactured goods, for shipping, and for a 
market for its staples. Manual labor, being a badge of slavery, was looked 
down upon; skilled labor was scarce; immigrants for various reasons com- 
monly chose to settle elsewhere. Extravagant living tended to lessen the 
accumulation of capital by those best able to save; much of what was 
saved went into land and slaves. This added to the other checks upon the 
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growth of man ufac Luring and was one reason why so much of the trade 
with other regions tended to fall into the hands of outsiders who could 
advance credit. 

Extensive methods of cultivation were aggravated by slavery; they 
rapidly depleted the soil’s fertility and led to the abandonment and waste 
of much land. The average size of farms was much greater than in the 
North — in 1860 four-fifths of all the farms in the country of 500 or more 
acres were in the South — but the density of population was much lower. 
The sparse and scattered population with the absence of many towns and 
cities greatly increased the difficulties in providing those institutions and 
facilities for social contact that are so essential to progress. The provision 
for education for the masses was notably deficient. 

Southern society became highly stratified into three large groups: the 
slaves, the nonslaveholding whites, and the slaveowners; an appreciable 
and influential middle class scarcely existed. Yet the slaveholders consti- 
tuted but a small portion of the white population. In 1860, there were under 
100,000 slaveholders in the whole country. Nearly a third of these held 
one or two slaves; over a third held from three to nine slaves each; and 
about a quarter from 10 to 49 slaves. Only some 10,600 held 50 or more 
apiece, their total holdings being over a quarter of all slaves, and among 
these 2,300 owned 100 or more. About one-quarter of the white families 
of the South appear to have been slaveowners, and only a very small group 
had a large interest in this form of property. But this group led by the 
largest holders constituted the ruling class; economically, socially, and 
politically, they dominated the South. 

Of this class in the lower South Professor Dodd said, “There was never 
in America a more perfect oligarchy of business men. . . . Nothing of 
importance could happen in the lower South without their consent. . . . 
Security of property, loyalty to church, and safety in education were 
the guarantees of the system.” ^ As freedom of discussion concerning slavery 
was not tolerated, there was little chance that the light of truth would 
illumine its real effects. An institution that cannot stand the light provided 
by free discussion is a most dangerous one. The South paid a heavy toll 
for closing that safety valve of free speech upon which orderly progress so 
depends. This only strengthened the people in their conviction that slavery 
was right, morally as well as economically. This belief became a part of 
their very religion; justification of slavery was said to be found in the 
Bible; and two denominational churches were split in twain when the 
Northern element refused to accept such doctrine. 

Probably the chief lesson to be learned from a study of Southern slavery 
is the tremendous influence exercised by inherited ideas, by habits, by 

* Dodd, W. E., “The Cotton Kingdom,” p. 121, New Haven, 1021. 
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economic interests, and by our whole social environment in shaping our 
opinions and beliefs. There is no reason for asserting that the beliefs of 
the South concerning slavery were any less real and sincere than popular 
opinions on many issues. Economic history is full of illustrations of a similar 
character. By looking back, it is easy to see how beliefs are thus distorted ; 
the difficult thing is to discern and to counteract such distorting influences 
in formulating views on the problems of today. Yet, try we must if we 
would escape such tragic consequences as overwhelmed the South. 

General Results of the Expansion of Agrieulture. As a result of the 
developments noted in the different regions, agriculture in 1860 still re- 
mained the great economic activity of the country and occupied the chief 
attention of three-fifths of the population. Though this proportion had 
declined from about four-fifths in 1820, the country was still essentially 
a nation of farmers. The census showed over 400 million acres of land in- 
cluded in farms of which over one-third was improved land; the value of 
farm land and buildings was returned at $6,650 million, or around one- third 
of the country’s wealth. Judged by the value of the output, corn was by 
far the most important of the staple crops. In 1859, this crop was worth 
around $500 million, and typically its value was about twice that of the 
wheat or the cotton or the hay crop which ranked next in importance. 
Considerably below these in value came oats, potatoes, and tobacco; all 
other crops were individually relatively unimportant. 

Census figures for livestock products at this period are even more un- 
certain than those for crops, and it must be remembered that, in so far as 
crops like hay and corn were fed to the livestock, the value of the livestock 
products involves a duplication. The Census of 1860 put the value of 
livestock on the farms at $1,100 million and that of those slaughtered at 
$212 million. Milk, butter, and eggs were the leading live animal products. 

Finally, it may be noted that agriculture provided the great bulk of the 
raw materials used in manufacturing as well as most of the country's 
exports. The prosperity of this pursuit, by means of which the majority 
of the people earned their living, largely determined the prosperity of the 
country. 

The Development of Mining Industries. So little mining had been 
carried on before 1800 that it can fairly be claimed that the real rise of this 
industry occurred in the period under review; during these years, however, 
its rate of growth was remarkable. Outside the rise of gold mining in the 
West, already described, the chief developments were those in coal and 
iron mining. 

As late as 1820, when something over 330,000 tons of coal were mined, 
but little use had been made of the great coal resources of the country, 
even such as were known, since the abundant supply of wood met most 
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of the need for fuel. As the available supply of wood declined in many 
localities and inventions required new uses for coal, the demand for the 
latter rose rapidly. At first, its chief use was for domestic heating?; after 
about 1825, it began to be used in steam engines, though seldom in railroad 
engines before the 1850’s; with the introduction of illuminating gas from 
the 1820’s a new use was found, and somewhat later it began to replace 
charcoal in the manufacture of iron. The construction of railroads and 
canals, especially in Pennsylvania, greatly stimulated production and the 
estimated output of the country rose to nearly 2.5 million tons in 1840 and 
20 million in 1860 or nearly two-thirds of a ton per capita. Over half of this 
total was anthracite, all derived from Pennsylvania, which also mined 
nearly half the soft-coal output. Ohio and Illinois ranked next in order. 
Some 40,000 workers were employed in the coal mines, and the value of 
the output was probably under $25 million, or about half that of the gold 
mines, but much above any other mineral product. 

The mining of iron ore during this period was carried on at numerous 
points near the Appalachian chain from New England to Virginia, but 
chiefly in Pennsylvania. Farther west small amounts of ore were obtained 
in Ohio, Kentucky, and Missouri, but the great deposits of the Lake 
Superior region began to be used only after 1853. Although iron mining 
grew at a rapid rate, the total output of ore in 1860 was under 3 million 
long tons and its value less than $8 million. 

Among the other basic minerals, there was none with an output of 
appreciable value. A little copper was secured from the southern Appala- 
chians, but the opening of rich deposits in northern Michigan started only 
in the late 1840’s, though they yielded three-quarters of the country’s 
output, valued at $3.5 million in 1860. Lead was obtained in increasing 
amounts from Missouri and the district about Galena in Illinois. The earlier 
dependence on imports for salt was substantially reduced by the rapid rise 
of the output from the Onondaga district of New York and the slower 
growth of that from the Ohio Valley region, the latter being marked by 
persistent efforts to control prices. The petroleum industry was just starting 
its speculative career in western Pennsylvania in 1859. In addition to 
other mineral products of less importance, there was some quarrying of 
^tone, marble, slate, and granite, the total value of which was also 
small. 

Practically no silver was mined before 1859, and the total output of 
gold down to 1848, coming chiefly from the southern Appalachians, was 
less than $25 million in value. Thus it was not until the flood of gold from 
California raised the average annual output for the years 1848-1859 to 
$50 million that this metal became so predominant in the nation’s mineral 
output. Yet, even with this great addition, the direct contribution of the 
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mining and quarrying industries to the economic life of the country re- 
mained relatively small. With something over 100,000 wage earners, these 
industries held less than 2 per cent of all the gainfully employed in 1860, 
and the proportion of their contribution to* the national income was 
probably somewhat smaller, while the total gross value of their products 
was over $100 million. Indirectly, however, as providing raw materials so 
basic in modern industry as coal and iron, the developments of this period 
were most important. 

The Forest and Other Extractive Industries. The forests throughout 
the region east of the Great Plains, though an obstacle that had to be 
removed before cultivation of the land, provided a range of cheap products 
in wide use. They furnished most of the country’s fuel, the chief material 
used in buildings and ships, and much that was employed in a great variety 
of manufactured products. At first, local resources supplied the needs of 
most places, but as these forests were depleted of the best timber resort 
to more distant sources became necessary. Such sources were usually along 
the rivers down which the logs could be floated to the mills located on 
navigable waters. Northern New England end even the South began to 
supply the coastal cities of the North; western New^ York and Pennsylvania 
supplied the Ohio Rivei markets; still later the forests of Michigan and 
Wisconsin met the needs of the unforested prairie region. Lack of data 
makes it difficult to estimate this industry’s contribution to the national 
income, especially as so many forest products never reached large markets. 
It appears highly probable that the value of the forest products was much 
greater than that of all mineral products and that among the extractive 
industries forestry ranked second to agriculture, though very far below it. 

The commercial fisheries enjoyed a period of steady expansion and fair 
prosperity from 1816 to 1860. To the catch of cod, formerly by far the most 
important and centering in New England, was added that of mackerel, 
and from Connecticut southward that of oysters, herring, and muskaden. A 
growing proportion of the catch was consumed in the domestic market, and 
exports, except for a small amount sent to the West Indies, practically 
ceased. The gross tonnage employed in the cod fishery reached its peak of 
136,000 tons about 1860 when the value of the catch was $3 million. 

Still larger and more important was the whaling industry which expe- 
rienced its most rapid growth and greatest prosperity during this period. 
It was carried on from Massachusetts. As the supply of whales in Atlantic 
waters became depleted, the whalers turned to the Pacific, which became 
the chief source of the catch after about 1820. The whaling fleet attained 
its peak of nearly 200,000 tons and 600 ships in 1858 when the value of its 
catch was some $8 million. A rapid decline ensued when petroleum provided 
a cheaper substitute for the main product. On the inland waters of the 
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country, the only appreciable development of fishing on a commercial 
basis was on Lakes Erie and Michigan. 

None of the other extractive industries was of importance in the national 
economy. Only the fur trade, chiefly significant for its part in the explora- 
tion of the West, can be noted. The practical extermination of the more 
valuable fur-bearing animals in the East made the West the center of 
activity during this period; and St. Louis became the headquarters of the 
trade. The exclusion of foreigners eliminated the rivalry from Canada, and 
control of the trade was increasingly concentrated in the hands of a few 
companies such as the Rocky Mountain Fur Company or Astor’s American 
Fur Company. In the disputed Oregon territory, after the loss of Astoria 
in 1812 , British companies dominated. By 1840 , with a dwindling supply 
of furs, the trade was on the decline, though partly checked by the rising 
demand for the still plentiful buffalo hides. 



CHAKrEH xxr 


THE GROWTH OF MANUFACTURING, 
1815-1860 


Introduction. Manufacturing was the general line of economic activity 
in which the colonies had been least successful, and at the opening of the 
nineteenth century the country had been more dependent on imports of 
manufactures than on imports of any other general class of commodities. 
Building on the growth resulting from the abnormal stimulus received 
between 1808 and 1815, the rapid expansion of manufacturing in the follow- 
ing period down to 1860 was one of the notable features in the nation’s 
economic ilevelopment. It was significant not only because of the much 
greater degree of economic self-sufficiency which the nation thus secured 
but also because the greater diversification of activities promoted, in one 
way at least, a more stable economy. Still another important reaction arose 
from the changing character of manufacturing because of the introduction 
of the new machinery and factory methods with the consequent rise of the 
problems characteristic of modern capitalistic industry. 

The Chief Causes of Growth. To understand the various factors 
determining this growth, the same analytical procedure may be used that 
was employed in explaining the growth of manufacturing in the colonies. 
The basic factors involved were the same, but new developments were con- 
stantly tending to alter the old conditions and the net result was to create 
a situation more favorable to the growth of manufacturing. 

Just as in colonial times, the growth of population was an important 
factor in the expansion of the many manufacturing industries whose prod- 
ucts could not bear the costs of transport overseas. As settlers moved farther 
westward from tidewater, the heavy cost of overland transport made them 
even more dependent on local manufactures. As new resources were opened 
up, notably coal and iron, they provided cheap raw materials for more 
industries. The greater wealth and the rising standard of living increased 
the per capita demand for manufactures, both domestic and foreign. 

Two of the chief obstacles to the growth of manufacturing in colonial 
times, the relative ^f l a l¥>r nnfl TTf rnj'ii^nli nlill c^nlinu ^ d 

that gr^th ri)u t changes taking place were modifying their eff'e cts. By far 
the most iiiiportant ^'ahge was the rapid introduction of new technological 
processes and laborsaving machinery. This not only greatly decreased the 
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amount of labor required but often made it possible to substitute relatively 
unskilled labor for the skilled labor which had been particularly scarce. 
The subsequent great development of American manufacturing has been 
closely related to the degree of success obtained in introducing machine 
methods of production. Though this involved greater use of capital, which 
was also scarce, this was a much less serious disadvantage, since the ratio 
of capital cost to labor cost in most manufactures is relatively low. Further- 
more, during this period the comparative disadvantage of the United 
States in the cost of capital appears to have been decreased, while that in 
the cost of labor probably increased since English wage rates rose less than 
American. Not only was there a rapid accumulation of domestic capital, 
but foreign capital flowed in more freely than ever before. Also the develop- 
ment of financial institutions and credit facilities together with the intro- 
duction of the corporate form of organization made it easier to secure the 
larger sums of capital that the new methods necessitated. 

Lower transportation costs, particularly overland, tended to check the 
wide dispersion of production in many lines of industry and to further 
concentration in sections possessing comparative advantages, notably the 
Northeastern states. However, the ad van!, age of this reduction accrued to 
imported goods as well. By widening the market area, lower transport costs 
promoted the larger scale of production essential for the most efficient use 
of the new machinery. 

Among the artificial stimuli employed to promote manufacturing may 
be mentioned the various forms of local aid, though their effect on general 
growth must have been slight. Much more influential was the tariff which, 
as will later be explained, became essentially protective in character. 

Changes in the Economic Organization of Manufacturing Indus- 
tries. The United States largely escaped the violence and the suffering 
among the workers that attended the Industrial Revolution in England; 
here the introduction of the factory system was an evolution rather than a 
revolution. One reason for this was the relatively undeveloped state of many 
industries in this country; there was far less to be changed. In England, 
the suffering among the large group of textile workers was most acute; in 
this country, since most of such cloth as was made was a by-product of 
farming and a household economy, the transfer of this work to the factory 
did not* involve loss of the main means of livelihood. Another reason was 
that during the Napoleonic wars many English manufactures suffered from 
dislocation of their markets while in the United States, chiefly after 1808, 
manufacturers enjoyed a rapidly expanding market, and it was possible 
to sell the output of the new factories without decreasing, at least at the 
start, the output of the households, the handicraft shops, or the small local 
mills. 
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The introduction of the new machinery and the factory system took 
place in different industries and in different sections of the country at 
varying periods of time and, up to around 1850, proceeded at a rather 
moderate pace. When it occurred depended oii the characteristics of each 
industry, the time when machinery was invented, and the developments 
affecting the extent of the market for a given industry’s products. 

The westward movement of population tended to prolong the period 
when household manufacturing, generally as a by-product of farm life, was 
fairly widespread, at least until the coming of the railroads and the cheapen- 
ing of the factory-made products. Though the manufacture of textiles was 
one of the first to adopt factory methods, the household output of cloth 
appears not to have begun to decline until the 1830’s. In 1820, it was esti- 
mated that two-thirds of the textiles used were made in the homes. In 1822, 
1,600 yards were produced by one family. Over 14.5 million yards of cloth 
were produced in the households of New York state in 1825, but by 1835 
the output had fallen to 8.5 million yards. From then on, the cheaper and 
better factory products rapidly displaced those of the household. The 
products of flax and linen were the first to be abandoned in favor of the 
cheaper cotton fabrics. The low cost of machine-spun yarn drove out the 
homespun product used in household weaving. Though hand weaving con- 
tinued longer — in fact much machine yarn was put out to be woven in the 
household — the power loom soon led to its general abandonment. 

One after another, the various household manufactures experienced a 
similar fate, though in most cases it overtook them more slowly and some 
lingered on, but with steadily declining output, until after 1860. The home 
manufacture of woolen goods was prolonged by the slower introduction of 
machine methods and the growing of wool by so many farms. The slaughter- 
ing of livestock, the salting or smoking of meat, and the production of 
such by-products as tallow, soap, and candles on the farm remained com- 
mon until long after the Civil War; but more and more of the farmer’s 
livestock was sold to local slaughterhouses or shipped off to the rising pack- 
ing concerns. In the 1850’s, the making of butter and cheese began to be 
shifted to the factories. The farmer had abandoned the making of nails 
as well as many products of wood long before then. By 1860, the value of 
manufactures in farm households had fallen to $24 million, reflecting the 
trend to abandon such lines and concentrate on farming. Greater specializa- 
tion was the order of the day. 

In the case of manufactures formerly turned out by the handicraft 
shops, the business tended to shift to the factory in lines where machinery 
was introduced; other products requiring only skill and simple tools were 
left under control of the craftsman. Thus cabinetworkers and carpenters 
still found ample demand for their products, though factory-made furniture 
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was beginning to enter the market. Elias Howe’s sewing machine, patented 
in 1846, could be used in the home or shop as well as in the factory. Although 
the advantages of better supervision and centralization of the work under 
one roof did lead to the rise of the ready-made clothing industry — mainly 
for cheap men’s wear — under factory organization in a few cities in the 
1850’s, many found it cheaper to distribute the material among workers 
who made it up in their homes. In the boot and shoe industry, where the 
putting-out system had been extensively developed, one process after 
another was shifted to the central shop of the merchant entrepreneur. 
First, the cutting of stock was shifted; when the sewing machine was 
adapted for upper leatherwork in 1852, that job was shifted; still later the 
invention of machines for lasting and bottoming and the adoption of steam 
for power put all the processes under one roof about 1875 and the factory 
system became supreme. Yet many crafts but slightly affected by the new 
machinery still remained, such as the custom tailor, the saddlery and 
harness maker, sheet-metal workers, bakers, coopers, and wagoninakers. 

In the group of industries carried on in small mills and plants, though 
conditions were generally more favorable for the adoption of the factory 
system, the shift depended, as elsewhere, on numerous factors. Wh(Te the 
product was inexpensive or difTicult to transport, extensively used, and the 
raw material generally available, the industry continued to be carried on 
in small plants widely scattered over the country and supplying chiefly 
local needs. Outstanding examples were the milling and lumbering indus- 
tries; the Census of 1860 returned far more “manufacturing establish- 
ments” in these two lines than in any other — almost 20,000 sawmills and 
14,000 gristmills. Though most mills supplied only a local market, those 
enjoying cheap water transportation often produced for distant markets 
and assumed a much larger scale of operation. Local slaughterhouses were 
also numerous; somewhat less widely scattered were the small distilleries, 
breweries, tanneries, forges, printing plants, and brick kilns. 

In many of these industries, the small plant or mill was beginning to feel 
the competition of the larger factory. The slaughtering business assumed a 
factory organization with the rise of the large packing plants, and Cincin- 
nati became the leading pork-packing center. The little carding and woolen 
mills that had sprung up to supply local Western needs began to disappear 
before the competition of Eastern factory products in the 1850’s, the small 
iron furnaces in the East were being shut down, and the products of the 
larger farm implement factories were supplying many needs formerly 
met by the local blacksmith and his forge. By 1850, the mill period was on 
the wane. 

The Rise of the Factory System; the Cotton Industry. What has 
been called “the first modern factory in America” was started at Waltham, 
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Mass., in 1814 for the manufacture of cotton cloth. Mills for carding and 
spinning cotton with power-driven machinery had existed for some time, 
but here power-driven looms for weaving were also introduced, and the 
whole process of manufacturing cloth was carried on in one plant under a 
well-organized system of management. The success of this factory soon 
led to the opening oi others at the same place. When more water power was 
needed, Boston capitalists turned to the Merrimac River and in 1822 erected 
a factory at Lowell, where by 1834 there were nineteen cotton mills. One 
of the early examples of a city whose growth was immediately based on 
manufacturing, Lowell was the predecessi)r of other cities which sprang up 
beside the numerous falls along the Merrimac and made its valley one of 
the great textile-manufacturing districts of the country. This growth, 
supplemented by that in the Fall River district, enabled Massachusetts 
about 18.30 to deprive Rhode Island of its position as the leading cotton- 
manufacturing state. 

Along with spinning and weaving, went plants for the bleaching, dyeing, 
printing, and finishing of cloth. Outside of northern New England, these 
processes were more frequently carried on in separately owned concerns, 
following the type of organization prevalent in lingland. In the middle 
states, particularly about Philadelphia where there were many hand-loom 
weavers, spinning and weaving were generally carried on in separate 
establishments of smaller size, commonly owned by individuals or partner- 
ships. In the case of the larger cxitton factorie^s of New England, many of 
which involved an investment of $1 million or more, the corporate form 
of ownership was common. In fact, it was here that corporations were first 
frequently used by manufacturing enterprises. 

Outside of New England and the Hudson, Mohawk, and Delaware 
river valleys, the growth of cotton manufacturing was slow. In the South, 
a few mills spun yarn and less frequently wove cloth, but their output was 
small. In the West, the growth centered about Pittsburgh, but this was 
checked after 1850 by Eastern competition. 

By 1860, the consumption of cotton had risen to 423 million pounds as 
compared with some 5 million around 1790. Measured by the amount of 
capital and labor employed or the net value of the product, cotton manu- 
facturing had become the leading industry in the country. Although far 
below Great Britain in output, the United States was second to that 
country. Though still unable to compete with her in the finer grades of 
cloth, it was able to produce the coarser grades, which were better suited 
economically to its factory methods, so as to compete successfully in the 
export markets. 

The Woolen and Other Textile Industries. In the woolen manu- 
facture, the introduction of the factory system proceeded more slowly, 
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partly because of the later development of satisfactory machinery, partly 
because the industry was more extensive and more firmly intrenched under 
the old methods than the cotton industry, and partly because the market 
grew less rapidly. The abnormal stimulus received by this industry from 
1808 to 1815 was followed by a period of great difficulties lasting to about 
1830, partly because of unusually severe British competition. During these 
years, the weak concerns were weeded out and such as survived introduced 
better machinery and more efficient methods so that, when prosperous 
times returned, the industry was established on a much sounder 
basis. 

The first woolen factory based on the Waltham system was started at 
Lowell in 1830. Thereafter the industry enjoyed a substantial growth, 
though subject to marked fluctuations due to frequent tariff changes as 
well as to the business cycle. A serious difficulty arose from the fact that 
the domestic output of wool failed to meet consumption needs, especially 
for the medium and coarser grades. Moreover the duties imposed on imports 
of raw wool to protect the domestic growers put a burden on tlie manu- 
facturers which was not always offset by a compensating increase in the 
duty on imported manufactures. In fact most of the foreign wool consumed 
in the country entered in the form of finished manufactures. The introduc- 
tion of some new fabrics in which cotton was mixed with domestic wool 
furthered the growth of certain branches of the industry while the manu- 
facture of carpets, using coarse imported wool, was greatly aided by the 
invention of American carpet looms. Native ingenuity also made notable 
contributions to machinery for carding and knitting, and the manufacture 
of knit goods, flannels, Negro cloths, felts, and carpets became strongly 
intrenched branches of the industry. The lack of long combing wool re- 
quired for the worsted fabrics, which after 1840 were so rapidly displacing 
the fine wool broadcloth in popular favor, checked any appreciable growth 
of this branch before 1860. 

Wool manufacturing in general did not develop the same degree of con- 
centration under the factory system as did cotton manufacturing. Even 
in 1860, there remained many scattered small mills, mostly confined to 
carding and fulling, though some undertook weaving as well. Hand-loom 
weaving was still common, especially about Philadelphia where the manu- 
facture of fine cloth as well as of carpets was prominent. Even where 
larger factories dominated, as in New England, the capital investment in 
concerns was smaller and the corporation less frequent than in the cotton 
manufacture. Southern New England, where Massachusetts led, was the 
chief center of wool manufacturing; Pennsylvania came next and New York, 
where the production of knit goods in the Mohawk Valley was prominent, 
was third. With an output whose gross value was about $80 million in 
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1860, the manufacture of wool ranked among the ten largest manufactures 
in the country. 

In the other textile industries, the only significant development was the 
beginning of the manufacture of a few silk products. The small amount of 
raw silk raised in the country was briefly increased by the craze in the late 
1830’s, and a few mills were erected to convert this into thread and various 
fabrics; but the process required too much labor to be carried on with 
success. After about 1840, when foreign silk and new machinery began to 
be employed, a few concerns, chiefly in Connecticut and New Jersey, 
developed the manufacture of sewing silk, trimmings, and. ribbons the gross 
value of which in 1860 was only $6.5 million. What few manufactures of 
flax survived the competition of cotton were largely diverted to making 
linen thread and sailcloth. 

Iron and Other Metal Manufactures. The British iron industry had 
been revolutionized around the last of the eighteenth century by the sub- 
stitution of coke for charcoal in smelting and the introduction of Cort’s 
invention for puddling and rolling iron, but little effort was made to adopt 
the new methods in this country. Consequently, after the abnormal stim- 
ulus received in the years just preceding 1815, the industry found itself 
in a most difficult position, since the British products enjoyed a greater 
comparative advantage than before. To meet the demand for protection, 
high tariff duties were imposed, ranging from 40 to 100 per cent between 
1818 and about 1838. Somewhat aided by these duties, but chiefly by the 
opening up of new raw material resources and the expanding market, the 
output of the industry steadily rose, though no faster than imports. The 
adoption of the new methods proceeded slowly, partly because there was 
little soft coking coal where most of the industry was located. First, the 
introduction of puddling and the rolling mill greatly aided in the manu- 
facture of wrought iron. Just before 1840, inventions for using anthracite 
in smelting were developed and, as this coal was located near the center of 
production, its use marks the beginning of a new period in the industry’s 
history. 

Though charcoal continued to be used in most of the furnaces scattered 
along the Appalachians from Lake Champlain to the Carolines, many of 
which turned out a grade of iron particularly suited for castings and 
forgings, their output failed to increase, whereas the output smelted with 
anthracite, chiefly in Pennsylvania, grew rapidly. In 1855 for the first 
time, the output smelted with anthracite exceeded that made with char- 
coal, and by 1 860 it was nearly twice as great. Though some progress was 
made in the use of soft coal for smelting, chiefly west of the Alleghenies 
where excellent coking coal existed, only about one-eighth of the country’s 
iron output was smelted with soft coal in 1860. 
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By that date, the country was producing 1 million tons of iron, nearly 
twenty times the estimated output in 1810. Pennsylvania produced more 
than half of this total, but a growing proportion of its output came from 
the Pittsburgh region. As early as 1850, Ohio ranked second in production. 
The use of Lake Superior ore, later so important a factor in the Western 
development of this industry, began only in the later 1850’s. The manu- 
facture of steel had scarcely started, the output being under 12,000 tons. 

The adoption of coal for fuel in place of charcoal, along with the increas- 
ing use of machinery, made large-scale operations more and more eco- 
nomical, and a larger number of processes was combined in one concern. 
By 1860, several concerns with an investment of $1 million or more existed, 
and small producers in the East were abandoning the business. Though a 
few concerns adopted the corporate form, this was less c()mmon even among 
fairly large enterprises than in the textile industry. Increasingly, the larger 
concerns tended to locate in urban centers, but in the more remote districts 
where many plants were still found, the ironmaster exercised almost feudal 
powers over the little settlement that sprang up about his furnaces. 

On the basis of the raw products of the iron industry, numerous more 
highly finished manufactures were built up. In addition to the long- 
established casting of pots, kettles, and other homewares, an extensive 
manufacture of stoves was developed. The railroads created a new and 
heavy demand for many products. Previous to alx)ut 1845, iron rails were 
imported, the duty being remitted; sul)sequently, aided by an effective 
duty and better methods, they began to l)e made in this country. The 
introduction of steamboats had a similar effect, though iron was little used 
in their framework before 1860. The rapidly spreading use of the steam en- 
gine for many purposes, together with the adoption of the new machinery, 
led to an extensive growth of foundries, machine shops, and engine works, 
though mostly in the North. Many, such as the Baldwin l^ocomotive Works 
established in 1832, or those turning out mill machinery or sewing machines, 
began to specialize in a few lines. The development of the lathe and other 
precision instruments was an essential factor in the perfection of much of 
the new machinery. The rise in the per capita consumption of iron from an 
estimated 5 pounds around 1800 to nearly 120 pounds by 1860 best suggests 
the growing importance of the different branches of this industry. Imports 
appear to have supplied only about one-fourth of the consumption in the 
last of this period. 

Southern New England became the chief center of minor metal manu- 
factures turning out such products as small hardware, firearms, clocks, 
copper products, tinware, and cheap jewelry. It was here in the manu- 
facture of firearms in the first decade of the century that Eli Whitney and 
Simeon North first introduced the system of interchangeable standardized 
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parts and mass production. Successfully applied later in the manufacture 
of clocks, the system quickly spread and became a basic factor in the 
achievements of American manufacturing. The success with which so- 
called ‘‘American specialties” built on this system were later to invade 
world markets was foreshadowed by the 1850’s in the rising exports of 
clocks, sewing machines, printing presses, locomotives, and farm machinery. 

The Introduction of Factory Methods in Other Lines of Manu- 
facturing. Slowly and with less spectacular results, what may be called 
“factory methods” spread to other lines of manufacturing. In the printing 
and publishing business, following the introduction of the steam press and 
the great growth in the output of newspapers and books, large plants arose. 
The refining of sugar and the manufacture of the new lines of farm machin- 
ery tended to concentrate in a few large factories; the introduction of 
illuminating gas gave rise to an industry where the individual plant invest- 
ment was of unusual size. By 1860, at least two concerns in the glass in- 
dustry were capitalized at $400,000 and employed 400 to 500 workers. 
Many of the new lines of manufacturing grew up under the factory system, 
but in the older lines where production had been carried on in small mills, 
plants, or shops, a steadily growing proportion of the output was being 
produced by larger concerns operating under methods more nearly resem- 
bling those of the factory. “In 1794 Tench Coxe described our manufac- 
turers as farmer craftsmen; in 1825 Zachariah Allen described them as 
village artificers; and in 1860 they were rapidly becoming city operatives.” ^ 

Manufacturing in I860. By 1860, the gross value of manufactured 
products was around $1,800 million. This was nearly double the figure for 
1850 and almost ten times the estimated figure for 1810, though the popu- 
lation was only 4}/^ times greater than then. Deducting the cost of raw 
materials used in 1860 gives a net value of some $800 million, which is the 
best measure of the direct contribution of manufacturing to the national 
income. The amount of capital invested — a most uncertain figure in census 
reports — was returned at over $900 million, and the number of hands em- 
ployed at nearly 1.2 million, a little less than a quarter being females. In 
the percentage of the total number of gainfully employed manufacturing 
ranked next to, but far below, agriculture. 

The leading branches of manufacture, measured by the net value of the 
product of each, were cotton goods, iron, sawed lumber, boots and shoes, 
ready-made clothing, flour and meal, steam engine machinery, woolen 
and worsted goods, and leather. This value ranged from over $50 million 
in the case of cotton goods to $26 million in the case of leather. Three- 
quarters of the net value of all manufactures was turned out in the North 

* Clark, V. S., “History of Manufactures in the United States, 1607-1860,“ p. 463, 
Washington, 1916. 
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Atlantic states and only one-tenth in the region south of the Potomac, the 
Ohio, and the state of Missouri. Though the South was seriously dependent 
upon outside sources of supply for manufactures, the nation as a whole had 
substantially reduced its reliance upon imports of such goods. 

The Tariff History, 1816-1860. Though the tariff is a subject that is 
related to the fiscal needs of the government as well as to various industries 
besides manufacturing, its history can best be treated at this point since 
the controversies concerning it centered largely about protection for 
manufactures. During the first period of our tEu^iff history, 1789-1815, the 
tariff laws had been shaped chiefly by the government’s need for revenue, 
and the desire to provide protection for industry had been a minor con- 
sideration. In the second period of our tariff history from 1816 to 1861, 
which may be called that of moderate protection, this situation was re- 
versed. Though customs duties still continued to provide most of the Fed- 
eral government’s revenue — usually nearly 90 per cent — the actual duties 
imposed were shaped largely by the demand for protection for various 
industries. During this period, however, two different trends in tariff 
legislation are seen, so that the period can be divided into two parts: (1) 
an upward trend in duties with greater emphasis on protection till 1832, (2) a 
tendency to lower duties which continued with but a brief interruption, 
1842-1846, until 1861 (see the charts on pages 403 and 570). 

A constantly recurring feature of our tariff history is the demand for 
more protection that arises in the period of readjustment and depression 
following any prolonged war. Conditions during and preceding the War 
of 1812 had given an abnormal stimulus to manufacturing, but on the return 
of peace the market was flooded with British goods many of which were 
produced by the new methods which had seldom been adopted in this 
country and so undersold the domestic output. The resulting demand for 
protection led to the Tariff* Act of 1816. Though the need for more revenue 
to meet payments on the war debt was also influential, and more duties 
were chosen with this end in view than in the succeeding acts, this tariff 
reflects the beginning of the shift to a policy of protection. 

The protective features of the law were most apparent in the duties of 
25 per cent, to be reduced to 20 per cent in 1819, levied on most cotton and 
woolen goods and in those on manufactures of iron, especially rolled bar 
iron. Duties of 30 per cent were imposed on hats, carriages, paper, leather, 
and manufactures of leather and wood. ITiere was also a long list of specific 
duties, that is, a fixed sum per physical unit of a product instead of a per- 
centage on its value known as an ad valorem duty. From the protective 
point of view, the most important were those on boots, candles, fish, 
window glass, various iron products, indigo, lead, spirits, and sugar; others 
were primarily to secure revenue. Few goods were admitted free, and a 
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duty of 15 per cent was placed on all items not elsewhere specifiexl. The 
general average of duties, estimated at about 20 per cent, was little higher 
than before the war and afforded only moderate protection. Hence as busi- 
ness conditions grew worse, a demand for more' protection arose. 

The resulting Tariff of 1818 was purely protective in character. It post- 
poned the reduction in the duties on cotton and woolen goods until 1826 
and considerably increased those on various iron products. The added 
distress caused by the panic of 1818-1819 led to another effort to increase 
duties in 1820, which failed through lack of cme vole in the Senate; but 
the agitation was continued and in the Tariff of 1824 duties were once 
more raised, notably those on textiles, iron, glass, and paj)er products. To 
help the farmers, new or higher duties were granted on wool, hemp, wheat 
and flour, oats, butter, beef and pork, potatoes, etc., though only those on 
wool and hemp were likely to prove of an advantage. 

As conditions improved but slowly in this counlry and a reaction in 
England led to more imports disposed of at distress sales, the continued 
agitation for more protect ion resulted in the Tariff Act of 1828 which marks 
the extreme of protectionism during this period. The law also reflected 
political maneuvering, for those opposed to it inserted duties on various 
raw materials used in shipbuilding, rum distilling, and the manufactures 
of coarse wool in (he hope they would prove so obnoxious, particularly to 
New England, that the bill would be defeated. The scheme failed and the 
bill was passed, but the act became known as the “Tariff of Abominations.” 
The duty on most woolen goods was raised to 45 per cent, and advances 
were granted on manufactures of iron, cotton, and glass. Hemp, flax, 
molasses, and wool duties were put at a high level, and advances were 
granted on indigo, distilled liquors, and slate. 

The dislike of this tariff was so general that it was substantially modified 
by two laws passed in 1830 and another in 1832. These acts removed most 
of the “abominations,” transferred numerous commodities, chiefly of 
tropical origin and essentially revenue-yielding in character, to the free 
list since revenue was abundant, and reduced the general level to about that 
of the Tariff of 1824. 

These concessions mark the beginning of the shift to a lower level of 
duties; but the South was far from satisfied and in November, 1832, a 
South Carolina convention passed an ordinance nullifying the Tariff of 
1832 and began preparations to resist its execution. As President Jackson 
took a firm stand to enforce the law and uphold the inviolable character 
of the Union and as other Southern states failed to support South Carolina’s 
extreme position, the move failed, but it made clear that concessions were 
advisable. Also, the advent of general prosperity and the more firmly es- 
tablished position of many concerns that had survived the trying years 
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since 1815 combined to make protection appear less essential. Finally, less 
revenue was needed, since the surplus was large and the national debt was 
nearly paid off. This combination of circumstances led to what is known as 
the “Compromise Tariff” of 1833. This law provided for a gradual reduc- 
tion of all duties in excess of 20 per cent until 1842 when any remaining 
excess was to be dropped. In addition, worsted goods and certain silk and 
linen goods were at once transferred to the free list and in 1842 various 
minor articles. 

A shift in the party in power, which brought in the Whigs, led, as is 
usually the case, to a change in the tariff in 1842, which considerably 
increased duties, partly because of the distress caused by the depression 
and partly because of the reappearance of a deficit in the revenue. In 1846, 
following their return to power, the Democrats promptly passed the Walker 
Tariff. This act was constructed on a new basis; eight schedules were created 
lettered from A to H and a fixed ad valorem duty was imposed on the 
commodities placed in each schedule. The rate on schedule A, which in- 
cluded only distilled spirits, was 100 per cent; on schedule B, which in- 
cluded luxuries, 40 per cent; on schedule C, which applied to the group 
including manufactures of metal, wool, leather, paper, and glass, the duty 
was 30 per cent, while cotton goods were placed in the 25 per cent schedule. 
Other commodities were granted duties of from 5 to 20 per cent, and a final 
schedule included those admitted free, tea and coffee being the most im- 
portant. 

Thanks to the advent of a decade of rising prices and general prosperity 
combined with no shift in the party in power and a surplus in the revenue, 
the country was spared another change in the tariff until 1857. The demand 
for lower duties because of the rising surplus revenue and its temptation to 
extravagant expenditures led to little opposition to the reductions then 
made in the rates applicable to the different schedules. The rate on sched- 
ule C, including the chief protected manufactures to which cotton goods 
were now transferred, was cut to 24 per cent and the free list enlarged. 
The period thus ended with a very moderate degree of protection, the 
general level of duties being about 20 per cent . 

In 1854, an important reciprocity treaty was made with Canada. In 
addition to concessions in the fisheries and navigation of inland waters 
including free navigation of the St. Lawrence for American ships, it pro- 
vided that products of the farms, forests, and mines of either country were 
to be admitted into the other free of duty. Though probably of greater 
advantage to Canada, it resulted in a large increase in the trade between 
the two countries. A later increase in Canadian duties on manufactured 
goods was thought to be contrary to the spirit of the treaty and, combined 
with the opposition of special interests and the animosity aroused during 
the Civil War, led the United States to denounce the treaty in 1865. 
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The Tariff Controversy. The dominant attitude of the different sec- 
tions of the country toward the tariff was determined largely by what each 
believed to be its economic interest, though party politics were not without 
influence. From the first, the Middle Atlantic states, particularly Pennsyl- 
vania, were the stronghold of the protectionist sentiment. In New England, 
the strong commercial interests opposed protection, but as manufacturing 
rose in importance, this opposition was overcome and in the course of the 
1820’s New England became staunchly protectionist. In the South, the 
reverse tendency appeared. In 1816, many Southerners voted for the tariff, 
partly to promote national self-sufliciency, partly in the hope of developing 
Southern manufacturing, and partly to ensure a greater home market for 
their cotton. By 1820, there was more doubt as to the chance for developing 
manufactures; the foreign market seemed ready to absorb the growing 
cotton crop, and under these conditions it was felt that protective duties 
on manufactures would injure that section. So the South became the center 
of the opposition to protection. The states of the Northwest, at first rather 
inclined to favor protection, later tended to shift this position. Having 
relatively little manufacturing and enjoying the added protection of heavy 
transport charges from the coast, this section looked to the duties on its 
farm products such as wool and hemp and to the market for its foodstuffs 
provided by the growing industrial population of the East for the chief 
benefits lo be derived from protection. Also it expected that its support 
of the tariff would secure Eastern support of the internal improvements it 
wanted. This was the basis of Clay’s American System. 

Because the tariff has been such a perennial political issue and most 
people have shown such a poor understanding of the arguments used on 
either side, a brief statement concerning the more prominent ones — no 
thorough analysis is possible here — may promote more intelligent social 
guidance. The fundamental argument against protection was based on 
the advantages obtained from the greatest freedom of trade which, by 
furthering specialization of production by each country in the commodities 
that it was best fitted lo produce, enabled each through the free exchange 
of such products to supply its wants most economically. All other free- 
trade arguments were of minor importance, but it was also urged at this 
time that the spread of manufacturing would demoralize those employed 
in the factories as it was said to be doing in England ; it would increase the 
power of capital; it would favor private and sectional interests and under- 
mine our democracy. The shipping and importing interests claimed that 
they would be injured by the checks upon foreign trade. The South argued 
that the duties had the same effect as an export tax on its cotton, since 
much of the proceeds from its sale was used to buy manufactures increased 
in price because of the duties; also it was said that our duties would lead 
to the imposition of retaliatory duties on American exports by foreign 
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countries. Finally, the question of the constitutionality of such duties was 
raised. 

In favor of protection, much support was secured for the plea that manu- 
facturing should be developed so the nation would not be so dependent 
upon foreign countries for essential goods in time of war as it had been. 
Undoubtedly the country had suffered from this deficiency; the validity 
of the argument depended primarily on noneconomic factors, though the 
costs involved should be considered. The home-market argument that an 
industrial population was needed to absorb the farm produce was designed 
to appeal to the agricultural interests, especially in the West. Yet it is 
doubtful whether Western farmers received any appreciable benefit from 
protection. In the case of a few products where imports were required to 
supplement the domestic supply such as wool, leather, sugar, and hemp, 
the tariff did increase the prices obtained by the farmer. But the great, 
staple crops were produced in excess of the country’s needs and, since the 
surplus was exported, duties on imports had no power to raise prices. This 
was the case after about 1840, when the growing industrial population of 
the Northeast first began to consume much of the West’s foodstuffs, as 
well as before. The vast majority of farmers lost much more because of the 
higher prices paid for goods that they bought under the protectionist 
system than they gained from that system. 

After about 1840, the argument that the tariff raised the level of wages 
in the country, later known as the “full-dinner-pail” argument, began to be 
used. Though this has always made a wide appeal and in some industries 
under certain conditions may hold true, most economists deny its validity 
and believe rather that the tariff has tended to lower real wages. Certainly 
high wages prevailed long before the adoption of protectionism, and they 
were due to the underlying economic conditions. Among minor arguments 
were those that the tariff would decrease the unfavorable balance of trade — 
a relic of old mercantilist ideas — that it would attract labor and capital 
from Europe, and that the manufactures developed would afford employ- 
ment for women and children. 

The strongest economic argument used was what is called the “infant- 
industry” argument. This is based on the fact that in the early period of an 
industry’s development, particularly where decreasing costs accompany 
increasing output, the cost of production is apt to be higher than later on, 
so it is difficult to compete with the products from a foreign country where 
the industry is already well developed. Hence, it is argued, if the industry 
is one where the conditions are such that it can stand on its own feet once 
the period of infancy has been passed, then a grant of protection during 
that period may be justified. The soundness of this argument is accepted 
by most economists; the question is whether the conditions it presupposes 
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existed at this period. Lack of detailed data prevents a definite answer but 
the general conditions prevailing, particularly between 1815 and about 
1830, provide good ground for believing there were some industries where 
these conditions did exist. 

1. The war conditions had greatly stimulated many lines of manufac- 
turing. The fact that it was not simply a question of starting new industries 
but of trying to save and develop those already started and so lessen possible 
losses gave an added reason for lending aid. 

2. The greater comparative advantage which England had secuired 
through the more rapid introduction of the new methods might in time be 
overcome with the aid of American inventive genius and despite British 
restrictions on the export of machinery. 

3. As was pointed out by Friedrich List, when a country was passing 
from what he called the “agricultural-commercial” stage of development 
to the agricultural-commercial-manufacturing stage, as was then the case 
of the United States, it was more difficult to start new manufactures than 
in one which had already made that transition, as had h^igland. 

4. Conditions between 1815 and about 1830 were abnonnally difficult 
for the infant manufactures in this country. The necessity for readjustment 
to peacetime conditions, the panic of 1819 and its reactions, as well as the 
conditions in England which intensified British competition, were such as 
to have ruined many concerns which with some protection were kept alive 
and on the return of better times could stand alone. Though conditions 
varied in different industries, there has never been a period in our history 
when protective duties in general were better justified — chiefly on the 
basis of I he infant-industry argument — than during these trying years. 
That some of the actual duties were too high and that many were retained 
longer than changed conditions justified only indicate that the policy was 
subject to abuse. 

The Effects of Protection on IVfanufacturing. The question as to the 
actual effect of the tariff on the development of manufacturing raises such 
complex problems that, in the absence of adequate data, only a few gen- 
eralizations can be ventured. The duties on raw materials and semifinished 
goods, though usually stimulating their production, were a burden on the 
manufacture of finished products unless offset by duties on the latter. In 
some cases, notably certain branches of the iron manufacture, excessive 
duties tended to prolong the use of backward methods. Yet there can be 
no question but that the tariff somewhat hastened the growth of many 
lines of industry. Whether the greater output thus obtained justified the 
costs involved is another question. That the tariff was responsible for very 
much of the manufacturing development during this period is highly im- 
probable. It was most influential during the trying years between 1815 and 
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1830. Thereafter, despite the downward trend of duties, manufacturing 
grew still more rapidly and an increasing number of its products could 
compete in the world’s markets. Basically, the general growth was due 
primarily to changes in the underlying conditions previously described, 
the most important of which were the introduction of laborsaving machin- 
ery and mass production. In this the contributions of American inventors 
and entrepreneurs were outstanding. 



Chapter XXII 


LABOR CONDITIONS AND THE LABOR 
MOVEMENT, 1815-1860 


Introduction. The combined efTect of the opening up of the West and 
the rapid economic development of the country in general was such that, 
in spite of the great increase in population, labor continued to be scarce 
as compared with conditions in Europe and the economic position of the 
laborer remained relatively favorable. However, developments in the eco- 
nomic order and the growing importance of certain branches of industry 
such as mining and manufacturing were causing marked changes in the 
conditions affecting labor. Thus the increasing specialization and division 
of labor, combined with the growing scale of production, were tending to 
develop a group of hired workers who remained such throughout their life — 
in short, a distinct laboring class such as scarcely existed in colonial times 
outside the slaves. 

The growth of mining, the introduction of railroads, and the transfer 
of many pursuits from the household or the shop to the factory greatly 
altered (he conditions under which a growing proportion of the laborers 
worked. Also, the increased mobility of labor and of the products of labor 
intensified the competition both among laborers and among the employers 
of labor, and so reacted upon the worker. Finally, all these developments 
impelled the wage earners to organize for the purpose of improving their 
condition and so gave rise to the modern labor movement. 

The Supply of Labor. Of the chief factors determining the supply of 
labor of all kinds in a country, which were listed in Chap. VII, that based 
on the number of inhabitants has already been covered for this period. The 
others remain to be considered here. 

The general willingness of the people to work (excluding the slaves, a 
group which, having previously been described, will not be considered here), 
so striking a characteristic of the colonial period, was still notable. Even 
among the well to do, who had more choice in the matter, this spirit of 
work and devotion to business prevailed and, with the possible exception 
of some of the Southern planters, it may be said that there was practically 
no leisure class in the country. The contrast with Europe, chieffy with the 
upper classes, is well illustrated by the comments of an acute French 
observer, Michael Chevalier. Writing in 1835 he says, 
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Speculation and business, work and action, these, then under various forms, make 
the exclusive object to which the Americans have devoted themselves, with a zeal 
that amounts to fanaticism. . . . The manners and customs arc altogether those 
of a working, busy society. . . . [The American] has no conc(‘ption of living with- 
out a profession, even when his family is rich, for he sees nobody about him, not 
engaged in business. The man of leisure is a variety of the human species, of which 
the Yankee does not suspect the existence, and he knows that if rich today, his 
father may be ruined tomorrow. . . . The habits of life are those of an exclusively 
working people. From the moment he gets up, the American is at his work, and lie 
is engaged in it till the hour of sleep. Pleasure is never permitted to interrupt his 
business; public affairs only have the right to occupy a few moments. Even meal- 
time is not for him a period of relaxation, in which his wearied mind seeks repose 
in the bosom of his friends; it is only a disagreeable interruption of business, an 
interruption to which he yields because it cannot be avoided, but which he abridges 
as much as possible. ^ 

These observations suggest how the amount of labor obtained from any 
given population might be increased through longer hours per day and more 
years per lifetime of work. Just as in colonial times, children were put to 
work about the household, on the farm, or in the shop as sof.n as they were 
capable of such work; for hands were needed and the old Purilan spirit, 
though modified, still feared the evils of leisure and play. However, as this 
period progressed, the increasing economic availability of educational 
facilities enabled a growing number to postpone the day when their children 
took up work in earnest. Among adults, retirement from work before 
incapacity overcame them was seldom thought of and vacations were 
few and far between. The hours of work remained typically long, both 
among independent workers such as farmers or craftsmen and among those 
who labored for wages in the factories or elsewhere. From sunrise to sunset 
was common around 1800; after 1830, some of the skilled city artisans 
secured a 10-hour day, and after about 1850 factory workers began to 
obtain a day of from 11 to 12 hours, but in 1860 New York retail clerks 
worked 13 or more hours. It is probable that the typical working week 
about 1860 was a little under 70 hours. Yet the pace at which people 
worked was considerably slower than today; the faster and steadier rate 
of work imposed with power-driven machinery was not as yet widely felt. 
In the lower South, the more enervating climate augmented by the debili- 
tating effects of malaria and the hookworm (the existence of the latter 
being then unknown) tended to decrease both the hours and the pace of 
work. 

As far as skill, technical knowledge, and general intelligence were factors 
in the labor supply, this period brought a fair amount of progress, chiefly 

1 Chevalier, Michael, “Society, Manners and Politics in the United States,” 
pp. 211 jf., Boston, 1839. 
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through the spread of both vocational and general education. Furthermore, 
the introduction of machinery, much of which could be run by relatively 
unskilled labor, tended to reduce the demand for skilled artisans in some 
trades. This also tended further to weaken the system of training under 
apprenticeship, despite efforts by some trades to prevent it. Although 
immigration brought in many skilled artisans, most immigrants either 
went to the farms or supplied the common labor employed in mining, rail- 
road or canal construction, and the factories. When it came to tasks requir- 
ing not only skill but patience, great care, and attention to detail or artistic 
finish, few could be found either able or willing to undertake them. Then as 
today, such work was more apt to be done abroad. 

The Development of Educational Institutions. This period was 
notable for evolving and laying the basis of the main institutions upon 
which the present educational system of the country has been built up. 
Between 1775 and about 1820, progress had been slow, but from then on a 
great awakening as to the importance of education occurred. (1) In the 
demand for more generally available educational facilities that then arose, 
political considerations played the leading part. At this period, the fran- 
chise was being rapidly extended to a full manhood basis so that the success- 
ful operation of a democratic type of government would depend more than 
ever upon the education of the people. (2) Of almost equal influence w as 
the demand springing from the masses that free schooling be provided for 
all as a contribution toward the greater equality of opportunity required 
in a democratic society. The increased political power acquired by this 
group with the widening of the franchise forced more general recognition 
of this demand. (3) Religious objectives, though still in evidence, especially 
in the founding of denominational colleges, played a far less important 
role than in colonial days. The constitutional provision for religious free- 
dom, the separation of church and state, and the existing variety of religious 
beliefs led to an insistence that at least any education supported by public 
money be nonsectarian in character. The result of these various influences 
was greater governmental provision for education by supplementing or 
taking over and broadening in scope one after another of the activities 
theretofore carried on by private initiative or philanthropic and religious 
organizations. 

The chief accomplishment of this period was the spread of tax-supported, 
nonsectarian, free public schools. The struggle to secure such schools 
between 1825 and 1850 evoked bitter antagonisms, but by the latter date 
the idea had won general acceptance and, outside of the South, had been 
very widely carried into practice. Many of the earlier state laws simply 
permitted towns and cities to vote school taxes; later, the tendency was 
to make local support of elementary schools compulsory and some states 
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granted financial aid. In the public domain states, the Federal grant of 
school lands provided assistance. 

The control of the public schools was almost entirely in the hands of local 
authorities, chiefly those of the school districts, for the district system spread 
from New England over most of the country. This resulted in a very uneven 
quality of the schools. The first real state board of education, designed to 
improve standards, was established in 1837 in Massachusetts with Horace 
Mann as secretary, and he together with Henry Barnard took the lead in 
promoting educational progress during this period. 

In the field of secondary education, signs of progress are seen in the 
establishment of the first high school in the country in Boston in 1821 and 
the passage in 1827 of a Massachusetts law requiring places of 500 or more 
families to maintain high schools. Elsewhere, however, such laws as were 
passed were generally simply permissive, and the spread of high schools 
proved very slow. In consequence, most of the secondary education obtain- 
able was provided by the growth of academies which proceeded so rapidly 
after about 1820 that by 1850 there were over 6,000 in the country. Offering 
a broader and more practical group of studies than the old Latin grammar 
schools, chiefly designed to prepare men for college, the academy quickly 
displaced them in popular favor. Nearly all charged tuition but also re- 
ceived support from endowments, denominational groups, or the state. 
Many were designed for women, but others, especially in the West, were 
coeducational. Out of the academies came most of the elementary-school 
teachers, for normal schools were slow to appear, there being but eighteen 
in 1860, one-third of them private and the re^t state institutions. 

The growth of colleges was a marked feature of the period, the number 
rising from about 24 in 1800 to nearly 250 by 1860. Most colleges owed 
their origin to the activities of the various religious denominations. Th(jugh 
the training of men for the ministry was much less emphasized, spiritual 
and moral education was everywhere stressed. The demand that the stale 
should maintain institutions of higher learning also arose, particularly in 
the West. Many states adopted constitutional provisions for a state uni- 
versity; in some of the older states private institutions were in part or 
wholly taken over by the state. Yet the growth of state universities both 
in number and size was slow — there were seventeen in 1860, all but one in 
the South or the West — but they provided the basis for a development that 
has since attained great importance. Better provision for professional 
training was made through the setting up, either within the universities 
or separately, of schools of theology, law, medicine, technology, dentistry, 
and pharmacy. In addition women, to whom no college was open in 1800, 
now secured colleges of their own and, in the less conservative institutions 
of the West, coeducation was adopted. 
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Although these remarkable gains put this young country ahead of any 
important European country except Germany in the provision of schooling 
for the masses, there was still much to be desired. The facilities provided, 
especially in the rural districts, were poor and for many inaccessible, notably 
so in the South, where the Negro was practically excluded from the public 
schools. The quality of instruction was weak, and the adoption of the 
better pedagogical methods evolved in Europe only began near the end of 
the period. 

Even when adequate schools were available, it did not follow that all 
parents would or could send their children to them. ]\tany a child was put 
to work as soon as he was able to eke out the family income. The few child 
labor laws olfered but slight restrictions, and the first com[)uls()ry school- 
attendance law was that of Massachusetts in 1852. How liltle schooling 
was received can be judged from the rough estimate that in 1860 the average 
American had received only 4.34 days of s(;hooling or less than 3 school 
years. Yet this was five times the figure for 1800. Though broad social 
objectives were the primary considerations back of the educational elfort, 
it is obvious that widespread and very important economic gains would 
result therefrom. 

Occupational Distribution of the Gainfully Employed. The total 
number of those ten years of age and over “engaged in gainful occupations” 
rose from nearly 2.9 million in 1820 to over 10.5 million in 1860, when they 
constituted 46.9 per cent of the total population in that age group as com- 
pared with 44.7 per cent in 1820. The distribution of these people among 
the chief occupations is shown in the accompanying table.* This table is 
valuable not only as suggesting the relative im})orlance of the diirerent 

PEH( CM’AfiU OK THE (^A1^KUI.L\ Em 1»1.0\KI) IN I HE ClIlEK ( )r< I tPATIONS 


(h'cupatioiis 

1820 

1860 

Agriculture j 

71 88 

59.70 

Manufacturing and mechanic arts 

12. l.'S 

18.35 

Tradi’ and transjw)rt 

2.50 

j 7.44 

Domestic and personal ser\ ice 

10 00 

9.52 

Professions 

2 81 

! 2 90 

Mining 

0.28 

1.60 

Lumbering 

0.17 

0.22 

Fishing. . 

0.21 

0 . 28 

i 


1 WiiELrroN, P. K., “Occupational Groups in the United States, 1820-1920,” Journal 
of the American Statistical Association, vol. 21, p. 310, 1926. These figures, based on a 
reclassification and ri'vision of census data, in some cases vary from those used i lsewhere. 
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occupations by which people earned a living but also as indicating the 
shifts that were taking place during this period in the national economy. 
Judged by absolute figures, the decline in the proportion of the gainfully 
employed found in agriculture and the rise of that in manufacturing, 
reflecting the trend toward a better balanced and more self-sufficient na- 
tional economy, are most striking. However, outside of mining, the greatest 
rate of increase is found in the proportion engaged in trade and transport. 
The fact that nearly three times as large a percentage was found in this 
group in 1860 as in 1820 is probably the most convincing evidence of the 
great advantages accruing to the national economy through greater speciali- 
zation and division of labor, for this group, primarily engaged in the pro- 
duction of place, time, and possession, rather than form and utilities, only 
increased as more specialization and exchange were found advantageous. 

The Wages of Labor. Despite the lack of adequate data on wages, some 
rough generalizations on the subject may be ventured. In general, the 
trend of money wages for common labor was upward during this period. 
V. S. Clark concludes that, “after the beginning of the canal and railway 
building era, about 1820, the normal day’s wage of common labor, without 
board, seldom fell below 75 cents, and ranged from that point to $1.25, 
according to locality and season.” After about 1850, common laborers 
generally obtained $1 to $1.25 a day (see the chart on page 601). In Massa- 
chusetts, farm labor without board rose from about 50 cents around 1800 
to $l a day by 1860. Coal miners averaged between 80 cents and $1. 10 a day 
during the period 1840-1860. The wages of the more skilled artisans and 
mechanics in the larger cities were nearly double those received by common 
laborers, and they advanced similarly from between $1.25 and $1.50 a day 
about 1820 to between $1.50 and $2 or even more by 1860. In the West, 
wages were higher than in the h]ast; they were lowesl in the South. Also, 
they fluctuated with the business cycle, but the upward general trend gave a 
level in 1860 about double that around 1800. 

The wages of women in the industrial occupations, which they began to 
enter at this period, were usually a quarter to a half less than those })aid 
to men. In the 1830’s, women in the New England textile factories were paid 
from 35 to 50 cents a day, in a few c^ses somewhat more; seamstresses in 
the seaboard cities, where competition was most severe, earned between 25 
and 35 cents a day. The low wages paid women were due in part to the small 
number of occupations then open to them, combined with the fact that 
these seldom required much skill, and in part to the fact that so many 
young women entering them remained only a few years or else did not 
have to depend on their earnings for the entire support of a family. 

Though these wages seem low today, the cost of living in those days was 
also low. How low is suggested by the fact that in the 183()’s board and 
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lodging for men cost from $1.75 to $2.50 a week and for women in the 
company-owned houses of the textile mills from $1.25 to $1.50 a week. F(jr 
the period as a whole, wage rates rose much more than prices and so re- 
sulted in a substantial gain in real wages. On the other hand, the rather 
frequent use of the truck system of payment, which was said to increase 
the cost of goods so bought from 10 to 25 per cent or more, tended to 
decrease the real wages of many. It must also be remembered that at this 
time the number of things which the government undertook to provide 
freely for all and which today make up no small addition to (he real income 
of the working class, such as provision for education, health, recreation, or 
the arts, was very limited. 

The standard of living about 1860 will be described in some detail in a 
later chapter; here it may be said that the wages received enabled most 
laborers to provide themselves with what were then counted among the 
real necessities of life though not with refinements or luxuries. Actual 
poverty and misery, such as weie common in Europe, were relatively 
rare. The worst cases were found in the large cities, chiefly of the Northern 
seaboard where the competition of immigrants and the rise of various semi- 
parasitic industries cut the earnings of some groups like the seamstresses 
below a subsistence level and drove many to the poorhouse or dependence 
upon charity. V. S. Clark concludes that in this country the money wages 
of unskilled labor were one- third to one-half higher than in Great Britain 
though for skilled artisans the difference was somewhat less, due partly 
to a lower degree of skill. Certainly the comments of both immigrants and 
foreign travelers upon conditions in this country leave no room for doubting 
that, in general, the standard of living of the laboring class was decidedly 
above that which prevailed in Europe. 

In contributing to this result, the chief factors were the abundance of 
natural resources relative to the laboring population and the great demand, 
both domestic and foreign, for the raw materials and foodstuffs that these 
resources yielded. Access to cheap farming land afforded an alternative 
opportunity to the hired worker and compelled the employer to offer wages 
and conditions of work that were nearly as attractive. This possibility is 
described by the Irish traveler, Thomas Mooney, who wrote home, “Re- 
member that if you please, you can, as soon as you get into a regular 
employment, save the ])rice of an acre and a half of the finest land in the 
world every week! and in less than a year you will have money enough to 
start to the west, and take up an eighty acre farm, which will be your own 
forever.” 

It was because this alternative was less available to many, such as 
women, the inefficient, the immigrant, or the factory worker so biurdened 
with a family it was impossible to save, that the low wages of such groups 
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are to be explained, for even the money to go West and start farming was 
not always attainable. The money required was considerable; it has been 
estimated at about $1,000 as a minimum in the 1850’s.^ Yet many must 
have made the undertaking with far less, and others going West hired them- 
selves out on the farms or in the towns until they could accumulate enough 
to start farming on a small scale. Western farm land was most important 
as providing an outlet for the sons of farmers and certain groups of the 
more prosperous immigrants, notably the Germans and the Scandinavians, 
than for most urban laborers. By diverting so much of the surplus popula- 
tion of the older farming sections to the West, it decreased the pressure on 
t he Eastern labor markets. 

The Condition of the Factory Workt^rs. The largest group working 
under the factory system was employed in the textile industry, and this 
group was marked by its relatively high proportion of women and children. 
In the textile mills of northern New England, most of the workers were 
drawn from the farmers’ daughters of this region. The hours of work were 
long, usually from 12 to 14 including some allowance for meals, until about 
1850 when between 1 1 and 12 became more common. I’he work was 
extremely monotonous and, as the speed of the machines and the number 
tended by each operator rose, the physical and nervous strain involved 
became severe. Provisions for the prevention of accidents and for healthful 
conditions of work were generally neglected. Ventilation was notably bad, 
especially in the winter. Many of the mill companies in this region erected 
boardinghouses for their employees and, if the paternalistic rules governing 
the boarders seemed to show rather more concern for the spiritual and 
moral than for the physical well-being of the workers, it must be remem- 
bered that this was better than the usual neglect of such matters. 

Although the men found in these mills were generally permanent em- 
ployees, the young women — for most of them were from sixteen to twenty- 
five years of age — seldom remained in the mills for more than a few years; 
at least until the influx of immigrants about 1850 led to Ihe farmers’ 
daughters being displaced by foreign workers who were commonly more 
permanent. That the conditions under which these young women worked, 
all things considered, were not unattractive is best indicated by the numbers 
that sought employment there. Many regarded this work as an opportunity 
to escape from the humdrum life of the farm, enjoy more freedom, obtain 
some of the advantages of city life, secure more education, and accumulate 
a little savings. The writer Lucy Larcom, who had been one of them 
herself, said, “For twenty years or more I^)well might have been looked 

* For details and reference to other articles on the “safety valve” conlrovtirsy, see 
C. H. Danhof, “Farm Making Costs and the Safety Valve: 1850-60,” Journal of Political 
Economy y vol. 49, pp. 317-360, Chicago, 1941. 
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upon as a rather select industrial school for young people. The girls there 
were just such girls as are knocking at the doors of young women’s colleges 
today.” 

fn the textile mills located in the region extending from Rhode Island 
southward through Pennsylvania, the condition of the workers was less 
favorable. Here there were fewer farmers’ daughters, and the system of 
hiring workers by the family was common, resulting in a large proportion 
of young children being employed. Also the mill boardinghouse was absent, 
and there was less evidcmce of any interest on the part of the employer in 
the welfare of his workers. Immigrants made up a larger proportion of the 
workers, and the women continued work for longer periods. In this section, 
particularly about Philadelphia, many textile workers continued to work 
in their homes or small shops on materials supplied by the employers on 
the putting-out system. 

We have much less information about lalx:)r conditions in other industries 
that adopted factory methods. For the most part, such industries were 
carried on by relatively small concerns where, in spite of the growing 
number of workers, the relationship between employer and employee con- 
tinued to be fairly close and th(^ soultesness of the big corporation was less 
in evidence. In many industries the conditions of labor showed little change 
from those of the colonial period. 

Wonit^ii and Children in Industry, The opening up of an increasing 
number of occut)ati()ns outside of the home to women and children of 
course completely altered I he conditions of work among those entering 
such occupations. The change that took place with the rise of the textile 
mills already described recurred on a smaller scale in many other branches 
of industry. In some industries, much the same sort of work that had 
previously been done in the home was now done in the factory; in others, 
the introduction of machinery that reipiired little strength to run or the 
development of specialized jobs suitable for women opened up new lines 
of work for both women and children. It has been estimated that in the 
1830’s there were at least 100 different lines of work open to women; the 
Census of 1830 showed nearly twice as many. This census indicated that 
“87 men and 28 women out of every 1 ,000 persons of each sex in the popula- 
tion over ten years of age were employed in nmmifacl uring industries.” 
Tn 1860 out of a total of over 1.3 million such employees, over one-fifth 
were women. 

In fact, however, the employment of women in manufacturing was highly 
concentrated. In 1860, over three-quarters of the total lived in the sCfaboard 
states from New Hampshire to Pennsylvania inclusive, and over one-half 
of the total worked either in the cotton mills or on the manufacture of 
men’s clothing. The next largest groups were in other branches of the 
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textile industry, and the manufacture of boots and shoes, straw hats, 
ladies’ clothing, millinery, and paper. Outside of the textile industry most 
of the work was done in small shops or at home. The worst conditions 
existed in the clothing industry, especially in New York. There earnings 
were often insufficient to support a single individual, and the sweatshop 
and overcrowded tenement, where the work was often done, were already 
in evidence. As the census did not classify the children of either sex sepa- 
rately, it is impossible to tell the number of young girls employed in manu- 
factiu*ing, but it is clear that there must have been many and that they 
often began work at a tender age. Children of eight or ten were fairly com- 
mon in the cotton mills; some were only six. Only in the last decade or 
two of the period was any effort made to exclude the youngest from the 
factories or to limit the long hours of their work; even then, these laws were 
seldom effectively enforced. 

It was to these children that the shift of work from the home to the 
factory brought the most undesirable results. Though there is a tendency 
to assume that conditions in the home were better than was probably the 
case, especially in the cities, the work there seldom involved the strain of 
that in the factory, and the separation from constant parental supervision 
and the earlier contact with the world had results much more serious than 
in the case of adults. For women the opening up of pursuits outside the 
home, though often under conditions far from ideal, was not without some 
advantages. The most important was the increased freedom of action result- 
ing from the chance to earn their own living and secure economic inde- 
pendence, for economic independence is one of the most essential means 
for promoting self-development. Though the variety of occupations open 
in other fields as well as in manufacturing was still very narrow and the 
wages so low as to leave little above the outlay for necessities for self- 
development, this change at least meant that women had an alternative 
to the circumscribed work and life at home, and better use was made of 
their varied capacities. That so many chose this alternative indicates that 
this development meant progress for the sex. 

Changes in the Economic Position of the Laborer. The agelong 
trend toward greater division of labor and specialization of functions in 
ihe economic order was given a marked impetus by nineteenth-century 
developments. Inevitably this had maoy reactions on the economic posi- 
tion of the laborer. Specialization tended to increase the i)hysical produc- 
tivity of the laborer and so made higher wages possible, but competition 
tended to shift most of the gain to the consumer, including laborers in 
general, in the form of lower prices. Specialization not only increased the 
monotony and strain of work but in many crafts decreased the amount of 
skill and training required and so made it easier to shift from one job to 
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another. The resiiltin^^ increased mobility of labor accentuated the com- 
petition between groups of workers in the same or different occupations. 

In c(donial days, a worker could commonly expect to pass through the 
stages of apprentice and journeyman to beco'me an independent master 
craftsman who performed the functions of laborer, employer, capitalist, 
merchant, and entrepreneur all at once. Thus a distinct class of hired 
laborers scarcely existed. Hut as the small plant or craft shop grew to a 
large one or was transformed into a factory, these functions were specialized 
and came to be carried on by separate groups of individuals. As the size 
of business enterprises rose, more and more workers were destined to remain 
hired employees throughout their lives, the gap between employer and 
employee was widened, the relations between the two groups became more 
impersonal, and a distinct laboring class arose. In many occupations the 
change came slowly and it was never universal, but it was fraught with 
momentous consequences both economic and social. 

One result was to weaken the power of the woiker in bargaining with a 
large employer over his wages. I^he employer was seldom dependent upon 
the services of any one worker, specialization made it easier to train new 
men for most jobs, and it was also easier to secure workers from other 
localities or even from other countries than formerly. Though it was also 
easier for the worker to move elsewhere, xarious factors such as ignorance of 
openings, the expense involved, or local family ties were obstacles for many. 

The better faciliti(*s for transportation and communication which, by 
widening the labor market and augmenting the mobility of labor, accen- 
tuated the direct competition among workers, also intensified this com})eli- 
tion in an indirect but powerful manner by widening the market for the 
products of labor. The products made in one locality began to compete 
with those turned out in an ever-widening circle of other localities. Hence, 
when an employer found that his labor costs, commonly the biggest item 
in total costs, were higher than those of a competitor in some other locality 
so that he was being undersold, he was very likely to try all the harder to 
reduce wages. On the other hand, competition among employers seeking 
lalx)r tended to check a decline or in cases to cause a rise in wages. In 
general, the widening and better organization of the labor market resulted 
in greater standardization of wages and working conditions throughout the 
country. 

The Beginnings of the Organized Labor jMovement. These reac- 
tions upon the economic position of the worker furnish the chief explanation 
for the efforts that certain groups began to make to strengthen that posi- 
tion by the greater power obtainable through organized action. This led 
in the decade of the 1820’s to the beginning of the labor movement in this 
country. 
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At first, the efforts at organization were confined largely to the cities 
where competition was most severe and where the number of workers in a 
given trade was large enough to give the unions some semblance of power. 
Also it was among the more skilled artisans of the trades rather than among 
the factory workers or common laborers that these efforts were most fre- 
quent and successful, such as those among the building trades, printers, 
tailors, coopers, shoemakers, shipyard workers, cabinetmakers, comb- 
makers, and weavers. This was due in part to the higher intelligence of 
these groups, but still more to their being permanent followers of the trade 
and, being in a trade where acquired skill was necessary, Ihey were less 
subject to competition from other workers and less easily replac^ed. Though 
artisans took the lead, sharp economic class lines were not drawn, and often 
small employers, farmers, and social reformers united with the workers; the 
group represented rather the interests of the poor, though (hose of hired 
labor predominated. This was reflected in the more common demands 
that were advanced. Higher wage^ and shorter hours were generally at the 
forefront, but the demands often included free, tax-supported public 
schools, free public land, abcjlition of imprisonment for debt, modification 
of the militia system, mechanics’ lien laws, and elimination of what were 
looked upon as monopolies in the field of banking. 

A brief rise in prices served to crystallize the cijrrent discontent and led 
to a series of strikes for higher wages and shorter hours in 1821-1825. The 
strike of the Boston carpenters at this time, though unsuccessful, was the 
first important strike for the 10-hour day. lliis brief outbreak was pre- 
liminary to the greater activities commencing in 1827, which Professor 
(^lommons calls the real beginning of the American labor movement. This 
is m6U*ked by the assumption of a more aggressive attitude on the part of 
labor, since such unions as had existed theretofore had had more of the 
character of benefit societies. In that year, the journeymen carpenters of 
Philadelphia, who had been working from sunrise to sunset, struck for a 
10-hour day and were joined by the painters, glaziers, and bricklayers. 
They organized the Mechanics’ Union of Trade Associations which even- 
tually included fifteen associations. This uniting of different trades to 
further their common interests marked a step in advance. The next year 
the Mechanics" Free Press, the first labor paper, was started, and the 
Workingmen’s party was organized to enter local politics and fight for 
greater social and political equality. In this year the first recorded strike 
of factory hands occurred at Paterson, N.J., where the militia was called 
out to maintain peace. 

The movement soon spread to New York, New England, and Ohio 
Valley cities. In New York, after successfully opposing efforts to abolish 
the 10-hour day, internal dissensions arose over varying programs advocated 
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by such radical reformers as Skidmore, Evans, Owen, and Frances Wright; 
after entering slate and local politics, the movement disintegrated. In 
Boston, following another failure of the carpenters to secure the lO-hour 
day, the New England Association of Farmers, Mechanics, and Other 
Workingmen was organized, which, though always weak, held conventions 
for 3 years before it disappeared. Its heterogeneous membership soon 
resulted in subordinating the interests of labor to politics. The disintegra- 
tion following the entrance of these unstable organizations into politics 
caused a brief lull in the labor movement, but a rapid rise in prices led to 
another series of strikes and renewed efforts at organization, 1833-1836. 
Abandoned local unions were revived, new unions organized in smaller 
cities, and new trades enlisted in the movement. The discontent was such 
that even unorganized workers often struck, and at least 173 strikes are 
recorded during these years. v 

Progress was made in getting local iiftions to unite in a city association; 
more than a dozen such sprang up by 1836 in Wcs'ern as well as in seaboard 
cities. In 1833, Ely Moore, the first president of the New York union, was 
elected to Congress. I’hus by united action, supp(jrting one another, 
starting labor papers, and gaining some political power, greater success 
was obtained. 

Another step forward was the organization of national trade- unions, a 
move made necessary by the widening of the market and the need for 
standardizing wages and working conditions in a trade so as to lessen the 
pressure to lower wages. In the few trades that attempted this, such as the 
cordwainers, printers, carpenters, combrnakers, and hand loom weavers, 
the result was a weak organization which did little more than hold a 
convention where discussion rather than action dominated. A final step 
toward greater unity was the calling of a series of national conventions of 
the National Trades’ Union initiated in 1834. At the 1836 convention there 
were thirty-five delegates, and it was claimed that the number of union 
men was then 300,000. These conventions served primarily to bring labor 
leaders from dilferent cities and trades together and to promote agitation, 
but half a century was to pass before an effective national organization was 
secured. 

During the long depression following the panic of 1837, labor was put 
on the defensive and, except for a few strong local unions, labor organiza- 
tions disappeared. Yet the activities of the preceding decade had not been 
in vain; though some of the gains then made were lost during the depres- 
sion, many proved permanent. Thus the militia system had been generally 
modified so that it was less burdensome for the workingman, mechanics’ 
lien laws had been passed to protect his earned wages, and imprisonment 
for debt had been commonly abolished. Although less substantial results 
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had been secured in the cases of the demand for free land and free public 
schools at this date, progress had been made and the agitation started, aided 
by social reformers, soon yielded abundant fruit. Another gain soon came 
through the establishment of the legality of trade-unions. 

Evidence of the growing power of organized labor is provided by the rise 
of employers’ associations primarily designed to oppose the unions. Also 
employers appealed to the courts to stop various union activities, par- 
ticularly the efforts to secure the closed shop. In several of the earlier cases, 
such action on the part of the unions was condemned by the courts as a 
conspiracy — hence known as “the conspiracy cases” — and doubts as to 
the legality of unions were thus created. In 1842, a Massachusetts decision 
held that unions were not illegal per se though they might use illegal 
methods, and declared that a strike for a closed shop, if peacefully con- 
ducted, was not illegal. Thereafter the legal right of labor to organiztj was 
generally recognized. 

Finally, labor had gained through its experiences and even its failures. 
The advantages of united action and national organization were better 
recognized; there was a growing sense of power, furthered by the extension 
of franchise rights. Even though most attempts to enter politics ended in 
dissension or disintegration of the unions, still the major political parties 
had to recognize the rising influence of the laboring class, as Tammany did 
in New York after 1837, and frequently granted some concessions to its 
demands, all of which was but one phase of the democratic spirit of the 
period. 

The Agitation of the Forties. Though the worst years of the depression 
had been passed by 1814, recovery was slow and real prosperity scarcely 
returned much before 1850. The widespread discontent and social unrest 
common to such prolonged depressions and the desire to secure relief led 
to much agitation in favor of all sorts of economic reforms. The labor 
movement of the 1840’s was largely colored by this and the decade has 
consequently been called the “hot-air period.” 

There were three main general reform movements with which labor 
became involved at this time. One, known as the “associationist movement” 
advocated the formation of associations or phalanxes along lines suggested 
by the Frenchman Fourier. These essentially communistic groups were 
designed to harmonize all conflicting individual or class interests and 
secure “universal justice” by working and living together. Their chief 
advocate was Albert Brisbane, and Horace Greeley became greatly inter- 
ested in them. In all, some forty phalanxes were organized, mostly in the 
early 1840’s. Brook Farm near Boston, with which a number of New Eng- 
land’s literary men became associated, was the most famous; but all were 
small and short-lived, unable to harmonize the members’ individualistic 
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tendencies. There were also some efforts to establish communities of the 
paternalistic socialism type such as Robert Owen had started at New 
Harmony, Ind., in 1826, but little resulted therefrom. 

The second reform movement was led by George H. Evans, long an 
advocate of agrarianism and more particularly of equal distribution of 
land. Though at this period his program was less radical, he emphasized 
the class struggle and actively sought the support of laborers, knowing 
their interest in free land. Evans’s agitation helped augment the demand 
for the Homestead law, but the workers turned to leaders more interested 
in their other demands. 

The third reform movement stressed the organization of producer and 
consumer cooperative associations. Many disillusioned associationists 
turned to this idea. The consumers’ cooperatives were chiefly confined to 
New England, where over 400 were started, but producers’ cooperatives 
were formed by craftsmen in various large cities. Few of either type lasted 
long, and the results were so slight that the wf>rkers lost interest in the 
movement. Although considerable energy was being dissipated in such 
reforms, some gains were obtained along lines more immediately beneficial 
to the workers. 

Chief among these W3s the shorter working day, the agitation for which 
also secured the support of many social reformers. The movement was most 
active in New England, and the first state 10-hour law was enacted by 
New Hampshire in 1847. Though this fixed 10 hours as the legal day’s 
work, the effect was practicjally nullified by the provision that the worker, 
who found he had little choice in the matter, could contract for longer 
hours. The Maine Act of 1848 went further by prohibiting the employment 
of children under sixteen for more than 10 hours a day. A Pennsylvania 
Act of 1848 applied only to half a dozen branches of manufacturing. The 
Ohio 10-hour law of 1852 had the usual special contract exception but 
prohibited the employment of children under fourteen for a longer period. 
A similar Rhode Island Act of 1853 prohibited the employment of children 
from twelve to fifteen years of age for more than 11 hours. The same year 
California made 10 hours the legal day. Though the Massachusetts legis- 
lature refused to act, the continued agitation there led to voluntary reduc- 
tions to an 11-hour working day in the factories in 1853. Connecticut passed 
a 10-hour law for mechanical factory labor with the contract clause in 1855, 
but a similar New York law applied only on public works. The Southeni 
states took no action aside from an unimportant law in Georgia. Despite 
the weak laws obtained, the agitation, by arousing public opinion, did 
hasten the shift to shorter working hours. 

Otherwise this decade brought little in the form of direct gain to the 
laboring class as such. Few unions were able to maintain any semblance 
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of power, though some that had disintegrated were later revived. Strikes 
occurred, often among unorganized workers, but they were mainly de- 
fensive in character. Labor was represented in the various industrial 
congresses about 1850, but these were more concerned with political action 
to promote some general social reform than the immediate interests of the 
workers. In the reaction against repeated disappointments and failures, 
organized labor in the following decade cast aside programs of sweeping 
reform, shunned political alliances, limited union membership to the wage 
earner, and concentrated its activities on demands that would most improve 
his position. 

The Beginning of Modern Unionism in the Fifties. At the same 
time that the general prosperity of the 1850’s created conditions favorable 
to the labor movement, the rising cost of living and the competition of the 
great influx of immigrants gave workers an added incentive to organize 
and to take more aggressive action. Also, past experience had taught them 
that their action must be more practical and businesslike in character. 

By this time, the workers were beginning to accept as inevitable the 
growth of capitalistic industry with its altered relationship of employer and 
employee; they therefore abandoned the hope of returning to the conditions 
of the craft workshops and forsook the programs of sweeping reforms that, 
proved so impracticable. This led them to confine membership in their 
unions to hired laborers and to adopt the most practical measures for 
strengthening the unions and trying to enforce their demands. Initiation 
fees, dues, and strike benefit funds were collected on a much larger scale 
than ever before; rules limiting the number of apprentices employed were 
generally demanded; the importance of securing a standard minimum wage 
and fixing the time and methcxi of wage payments was recognized; the 
closed shop was vigorously fought for; collective bargaining began to 
appear; and the oflensive use of the boycott and strike was frecpjent. In 
short the objectives, methods, and practices of organized labor had by 
this time become such as are common today. 

Higher wages and shorter hours were the objectives most stressed al, this 
time. The rapid rise in prices after 1852 led to numerous strikes in 185.8- 
1854, most of which were successful. It is said there was then scarcely a 
trade in the Eastern cities without a union and wages were from 20 to 25 
per cent above the level in 1850. Although many unions went to pieces 
later, especially after the sharp financial panic of 1857, there was no such 
diseistrous loss of strength or members as after 1837. The struggle for shorter 
hours so far succeeded that the 10-hour day became general among the 
crafts in the larger cities, though longer hours were common in mills and 
factories; after 1860 it was an 8-hour rather than a 10-hour day that the 
workers began to demand. 




LABOR CONDITIONS AND THE LABOR MOVEMENT 343 


The decade was notable not only for the organization of local unions in 
many new trades but also for the establishment of the first national trade- 
unions that proved enduring. The printers, whose earlier attempt at this 
had soon failed, formed a national Typographical Union in 1852; the Hat 
Finishers’ National Association was organized in 1854, and the National 
Union of Iron Moulders in 1859. Other trades held conventions or formed 
national organizations, but the latter soon disappeared. In no instance, 
unless we except the typographers, did these nationals exercise any appre- 
ciable power; it was not until the next decade that thev became an appreci- 
able factor in the labor movement. At this time, the local unions, chiefly 
found in the skilled trades in the larger cities and exercising only local 
influence, provided the real strength of the labor movement. 




Chapter XXIII 


MARKETS AND TRADE, DOMESTIC AND 
FOREIGN, 1815-1860 


Introduction. The general conditions that determine the character and 
extent of a country’s trade were outlined in Chap. VI IT. The chief changes 
among these conditions in the period 1815-1860 were those affecting trans- 
portation and communication, especially the introduction of the railroad, 
previously described. These, together with the growth of the country and 
its population, resulted in an enormous expansion of trade both domestic 
and foreign, though the growth of the fonner was much more marked than 
that of the latter, resulting in a decrease in the relative importance of 
foreign trade. This growth not only necessitated an expansion of marketing 
facilities but made it economically advantageous to introduce far more 
division of labor and specialization in the marketing organization than ever 
before. The resulting economies in marketing in turn stimulated the growth 
of trade. 

It should be noted, however, that changes took place with such rapidity 
that, even in a given section of the country, a decade or two might see the 
marketing organization almost revolutionized. Furthermore, conditions 
varied so in different sections that there existed at the same time all the 
gradations in marketing methods from those of the isolated frontier to 
those of the great seaport connected by railroad and steamship with most 
of the world. Finally, owing to the scarcity of data and inadequate study 
of the evolution of domestic trade and marketing methods, only impression- 
istic generalizations concerning this phase of our economic history are now 
possible. 

Trade on the Frontier. Along the westward-moving frontier, two fairly 
distinct types of trading could be found. Where the early settlers were 
engaged in general farming and lacked water transport to a market, most 
of their needs were provided for by their own efforts, but some things such 
as ammunition, metal utensils and tools* medicinal drugs, paper, salt, and 
perhaps tea, coffee, and sugar had to be obtained from outside sources. To 
pay for these, a few products were gathered, commonly those having con- 
siderable value in proportion to their weight or bulk, like furs, potash and 
pearlash, whisky, or something peculiar to the vicinity and carried, prob- 
ably on horseback, to the nearest country store to be traded for the re- 
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quired supplies. If near water transport so that the use of a cart or wagon 
was practicable, the settler was likely to raise a larger amount of produce 
for sale and more specialization in bulky staples was possible. His surplus 
produce was sold to a storekeeper or trader located on the waterway, and 
the proceeds were used to buy supplies and perhaps provide a small residue 
to pay taxes and other debts, or for savings. Sometimes, as in the Ohio 
Valley, the farmer might himself take his produce to distant city markets, 
such as Cincinnati, St. Louis, or even New Orleans, if he thought he could 
sell and buy to better advantage there. 

The second form of frontier trade was conducted on a larger scale and 
over longer distances. It developed in the trails- Mississippi region between 
the larger settlements on the Mississippi or the Missouri rivers and such 
communities as sprang up in the Far West. The trade over the Santa Fe 
trail and on to Mexico or Calilomia was of this character. Though never 
large in volume, it was in the hands of individuals or pai lnerships function- 
ing as wholesale distributors. The fur trade with the Indians fell largely 
into the hands of companies operating on an extensive scale. When the 
interior mining communities arose, they were largely supplied by merchants 
operating from San Francisco, St. Louis, and Missouri River points, or 
later Denver and Salt Lake City, but outside of gold and silver there was 
little return trade. 

In the interior Far West, the sparse population and the lack of water- 
ways — only the Missouri was navigable for long distances — tended to pro- 
long the period when frontier conditions shaped trading methods; only with 
the advent of the railroad was the situation greatly changed. To the east- 
ward, on the other hand, the shift might occur within a decade or two, so 
rapid was the growth. Yet even there sections could be found, like the Ap- 
palachian highlands of the South or small backwoods groups in every region, 
where trade was little more advanced than on the frontier. 

The Trade of Rural Regions. As frontier conditions passed away with 
the influx of settlers and the provision of better transport facilities in one 
after another of the rural regions, trade increased in volume, more of it 
became sectional or national in scope, and an increasingly specialized 
organization was evolved for handling it. Where general farming prevailed, 
the farmer commonly produced a considerable variety of things for sale, 
though the quantity of each was small. These might be disposed of at the 
country store or on Saturday trips to near-by towns and cities either to 
storekeepers and dealers or direct to consumers, perhaps in the open city 
market. Most of his commodities such as meat and dairy produce, fruits, 
vegetables, and firewood were consumed in the locality. When he had raw 
materials for manufactures, they might be disposed of to local concerns such 
as lumber mills, gristmills, slaughterhouses, tanneries, breweries, and 
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distilleries. If such an outlet was lacking, there were local dealers, usually 
specializing in one or more of these lines, who would buy his materials and 
at intervals ship them out to larger dealers or manufacturers at more distant 
points. With the store credits or cash thus received, the farmer purchased 
such goods or services as he needed. 

In the smaller towns there were retail stores specializing in meat, grocer- 
ies, and provisions; dry goods and notions, hardware, druggists’ supplies, 
stationery and books, or wearing apparel which, together with the local 
craftsmen and professional men, were able to supply most of the needs of 
the farmers and the townsmen. Storekeepers dealing in supplies obtained 
from the cities made semiannual trips to market to replenish their stock. 
In time, apparently starting in the 1830’s, the city wholesale distributors 
or manufacturers began to send out traveling salesmen to push their wares 
and keep in closer touch with the local retailers. By 1860, there were about 
1,000 such. 

In agricultural regions where specialization in a few great staples was 
customary, much of the local trade was similar to that just described. But 
for handling the staples with a national or international market, a more 
elaborate marketing organization was developed. In the grain and livestock- 
raising regions of the West, primary markets arose at places possessing 
good water transport facilities to which these products were brought by 
the farmers, often long distances. Since much depended upon the farmer’s 
success in selling his one big cash crop, he wished to attend to the business 
himself. Here he sold to specialized dealers in grain or other produce who 
reshipped in large quantities. As railroads spread to this region, grain was 
taken to the nearest station and sold to the small dealers who sprang up 
at such points or else shipped direct to commission men to be sold in the 
primary markets. 

In the cotton belt, the small growers, until the railroad arrived, hauled 
their cotton, sometimes 150 miles, to the nearest navigable water. There 
it was sold to factors or merchants who had often advanced money on the 
crop and from whom the grower secured most of his supplies from the 
outside world. From these interior gathering points, the cotton moved to 
the seaports where it was sold through brokers to agents of domestic or 
foreign manufacturers, or more commonly to large dealers in cotton. 
Lkrger planters often sent their crop to the seaboard market direct and 
sometimes consigned it to Northern or foreign commission houses. Southern 
factors paid for the cotton by bills drawn on Northern cotton houses, who 
in turn drew on England against shipments or borrowed from local banks. 
The Northern bills so obtained enabled Southern merchants and factors 
to meet the heavy debts incurred for manufactures or other supplies, both 
domestic and foreign, for which the South was so dependent upon the North. 
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Not to be forgotten was the peddler who with his Conneclicut tinware, 
dry goods, clocks, and various “Yankee notions” became a common sight 
in most rural districts. His activities were rapidly extended at this time 
from the Northeast through the South and the West. 

Trade in the Large Cities. Naturally, it was in the great cities, where 
growth was still chiefly based upon trade, that the most extensive and 
specialized marketing organization developed. Here the purely local trade 
was not unlike that in smaller places, but its large volume made greater 
specialization possible. More and more of the food from the neighboring 
farms passed through the hands of commission houses and wholesalers 
before it reached the retail stores, the public markets, or the hucksters. 
Not only was greater specialization among the retailers possible, particu- 
larly in luxury lines, but a new development in large-scale retailing ap- 
peared, chiefly in the dry-goods stores, where a departmental organization 
was introduced, notably by K. T. Stewart in New York, out of which in 
the following period evolved the modern depart men t store. It is claimed 
that this store first adojited the practice of plainly marking goods t\ith 
their price, called the “one-price system.” 

However, it was the wholesale trade that gave the cities their commercial 
importance, and its organization underwent striking developments during 
this period. Brokers, cc'inrnission houses, jobbers, and wholesale distributing 
agencies, each specializing along some line, arose wherever the volume of 
trade was large. Auction sales, where goods sent on consignment or owned 
by wholesalers of imported or domestic merchandise were bought by 
smaller distributors and retailers, became common in the seaboard cities 
in the 1820’s and offered an increasing variety of goods. Manufacturers 
sometimes used them, and publishers began to dispose of remainder stock 
in this manner, but the most conspicuous sales were of imported manu- 
factures often made at distress prices and giving rise to considerable com- 
plaint against the system from domestic competitors. Some restrictions, 
chiefly in the form of taxes, were imposed and w ith more prosperous times 
after 1830 the opposition dwindled. In some lines of trade, the auction 
system became a regular feature; in others, the growth of a permanent 
marketing organization led to its abandonment, much of this work being 
taken over by brokers or commission men. 

New England textile manufacturers, though sometimes using auctions, 
sold chiefly through wholesale commission houses or agents, many of which 
were closely allied financially with the mill owners and often advanced 
money to them. Originally located chiefly in New England, after 1846 a 
growing proportion of this business was transferred to New York City. 
That city also became the center of the cotton trade; most of the financing 
of the export trade and no small portion of that with the New England 
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mills was arranged here. Boston and New Orleans were subsidiary markets. 
The wool trade was centered in Boston where a well-organized market was 
maintained after about 1830, which soon became national in scope. The 
wholesale boot and shoe trade also centered there; as it grew, wholesale 
distributing and jobbing houses also arose in New York, Philadelphia, and 
Western and Southern cities. 

The trade in wheat and flour around 1800 had been concentrated largely 
in Philadelphia, New York, and Baltimore. Except for some flour sent to 
New England, most of the surplus not consumed locally was exported. 
After the rise of wheat growing in the (lenesee Valley, New York became 
still more important. Until about 1840, the surplus wheat of the West was 
sent down to New Orleans where that not required by the South was 
shipped to Atlantic coast ports or exported. As the Great Lakes region was 
settled and railroads built feeders to this waterway, the lake ports became 
gathering points for Western wheat and a growing proportion of this crop 
was shipped eastward. The receipts at Biilfalo first surpassed those at New 
Orleans in 1838; there the first grain elevator in the country was erected 
in 1843, a device quickly adopted at other terminal points. 

By the 1850’s, Chicago was the leading primary market and had taken a 
new step in organization by opening a board of trade in 1848. At first, grain 
was sold by sample, but soon inspection and grading were introduced to 
secure greater standardization and facilitate trading. Similau* organizations 
soon appeared in the Eastern seaports, and the spread of the telegraph 
provided immediate communication among all these trading centers. By 
1860, the wheat and cotton trades had the most highly developed com- 
modity marketing organizations in the country. 

The Main Currents of Domestic Trade. The preceding chapters 
have shown how the three chief sections of the country — the Northeast, 
the West, and the South — because of differences in comparative costs had 
come to specialize in certain general lines of economic activity, and how this 
tendency had been promoted by the introduction of better facilities for 
transportation and marketing. Artificial barriers to trade among the states 
had been practically eliminated following the adoption of the Constitution. 
As a result of the growth of its population and wealth, the United States 
in 1860 afforded one of the greatest free-trade domestic markets in the 
world, though the large area over which that population was scattered 
somewhat offset this advantage. Thus the main currents of trade became 
intersectional in character, and a national economy was promoted. 

The Northeast specializing in manufactures and the trade in imports 
sent such goods to the West and the South in increasing volume, first by 
the coastal or inland waterways and later by the railroads. Previous to 
about 1840, the West sent relatively little produce to the East; most of 
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what did go there went by way of New Orleans and the coast. The bulk 
of Western surplus produce was exported or consumed in the South. 
Thereafter a steadily rising proportion of the West’s staples, chiefly wheat, 
flour, corn, packed meats, and livestock, went to the East to supply both 
that growing market and the export trade to Europe. Meanwhile Western 
buyers flocked to New York, less frequently to Boston and Philadelphia, 
in ever-increasing numbers to place orders for replenishing their stock. In 
the 1850’s, the trade between the Northeast and the West was the most 
important intersectional trade in the country. 

In the South, the border states sent a few specialties such as tobacco 
or hemp to the East, but their surplus foodstuffs commonly went to the 
lower South. From New Orleans, groceries, a little sugar and cotton, and a 
few imported products chiefly from the tropics were shipped up the river 
valley. Outside of cotton and some sugar, the lower South sent little to the 
Northeast; most of its cotton went direct to Europe, though some was 
routed through Northern ports. Southern buyers seeking Northern manu- 
factures and imported gocnls went to Baltimore and Philadelphia in the 
earlier years, but later as New York became the great distributing center 
more were drawn to that city In time the growth of interior wholesaling 
centers like Cincinnati St. Louis, or Atlanta was such that the smaller 
buyers in their locality were able to secure needed stock there instead of 
in the Eastern seaports. 

Merchants in the West and, probably to an even greater degree, those 
in the South leaned heavily on mercantile credit extended by the North- 
east. In 1861, Southern indebtedness to the North was estimated at $200 
million. After the panic of 1887, there was a tendency to shorten the credit 
period; 6 months and 12 months with interest after 6 months became 
common terms, though there was much variation. The rise of credit- 
reporting agencies after about 1840 greatly aided in reducing credit risks 
and facilitating trade. 

The Organization of Foreign Trade. In foreign trade, the develop- 
ments during this period both in organization and in volume were much 
less striking. This was due in part to the fact that the relatively great 
importance of foreign commerce in earlier periods had already produced a 
fairly elaborate marketing organization. Also the improvements in trans- 
portation during these years were less significant for the bulk of sea-borne 
trade than for inland trade. Finally, the volume of foreign commerce 
failed to grow at a rate anything like that of domestic commerce; in fact, 
it remained almost stationary up to about 1845, though from then on to 
1860 growth was rapid. 

This commerce was chiefly in the hands of American and English mer- 
chant traders operating on a large scale and mainly on their own account. 
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The English merchant had a branch house or an agent in this country, and 
the American merchant had similar connections abroad : in England or on 
the Continent more commonly an agent; in Calcutta and Canton usually a 
branch house. Often an American firm served as agent for the American 
exporter, and these houses were apt to be engaged in both the export and 
import trades. Such early specialization as existed was based on the trade 
with a given country as England, Holland, India, or China. As the volume 
of trade rose, greater specialization developed, chiefly in the great staples 
of the trade with Great Britain such as cotton, grain, and textiles. The 
keen competition of British manufacturers, who after 1815 shipped goods 
on consignment to commission houses or set up their own agencies here, 
led many American importers to withdraw from business or to become 
agents of the British exporters. Though American importers of British 
manufactures did better after 1830, English concerns appear to have 
dominated this trade, being greatly aided by the lower rates and longer 
terms of credit secured in the London market. 

The import trade in products of the Far East was largely in the hands 
of American merchants who established agencies in Calcutta and Canton. 
At first carried on chiefly from Massachusetts, later a growing proportion 
was shifted to New York. These goods, as well as those of European origin, 
were generally sold in large quantities to jobbers who in turn disposed of 
them in smaller and more varied lots to retailers throughout the country. 

Among exports, cotton became by far the most important commodity, 
and a highly specialized organization was developed for handling this trade. 
Though most exports went direct from Southern ports, some were routed 
through New York, and that city with its financial resources became the 
headquarters of the chief houses, both domestic and foreign, engaged in 
the trade. Most exporting was done by cotton merchants, cither American 
firms or agents of British firms, very little by planters. In time, a few 
English manufacturers had their own buyers in this country, but most 
preferred to buy in England of brokers or dealers who in turn usually 
secured their cotton from the importers or commission houses; these latter 
sold the cotton bought by their American branches and agents or that 
consigned to them by American exporters. 

Developments in Ocean Transportation. Though a new era in ship- 
ping was introduced by the invention of the steamboat, the adoption of 
this device for transatlantic service proceeded very slowly, and it was not 
until the middle of this period that a regular service was provided; even 
in 1860, only a small portion of the ocean-borne commerce was carried by 
steamers. Thus this was still the period of the wooden sailing vessel; it 
included the days of the sailer’s greatest glory but closes with developments 
foreshadowing its ultimate doom. 
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During the first half of this period, the chief change in ship construction 
was to increase size. By 1840, sailing vessels of 600 to 800 tons burden, 
three or four times the size of those common before 1775, were frequently 
built, and some of the clipper ships that soon followed were double or triple 
this size. l"his greatly helped in reducing costs of operation, and by the 
early 1840’s transatlantic freight rates were a third to a half lower than 
around 1820. 

The first of the so-called “clipper” ships with concave lines and greater 
length in proportion to the beam was built in 1843, though certain of its 
features had been foreshadowed in the earlier “Baltimore clippers.” Its 
success was such that over 250 vessels were constructed in the dozen 
succeeding years, marking what is called the “clipper-ship period” in ship- 
building. These vessels made a remarkable record for speed, owing in no 
small measure to very efficient management, and were extensively employed 
in the gold rushes to California and Australia and in the trade with the 
Far h]ast. The trip from New Yon to California took from 90 to 110 days. 
The clipper’s cost was not low but its speed — 436 nauticul miles a day was 
the record — enabled it to secure the cream of the ocean trallic, until this 
passed to the still faster and more reliable steamship. 

In 1838, steamships began to provide regular transatlantic service. The 
two British vessels that crossed in tliat year wore wooden ships driven by 
paddle wheels and made the trip in a little over 2 weeks. The successful 
completion in 1814 of an Knglish steamship built of iron and using a screw 
propeller wrought a revolution in ship construction. The substitution of 
iron for wood, first in the hull and then in the framework, decreased the 
weight of ships about a fourth and also made possible larger and stronger 
vessels. 

The chief difficulty in the economic use of steamships for carrying cargo 
was the large amount of space required for coal, a difficulty further in- 
creased by the lack of coaling stations throughout the world. Although the 
introduction of the compound engine about 1854 cut the coal requirement 
around one-half, it remained for later improvements in marine engineering 
to overcome this obstacle completely. Even in 1860, it was supposed that 
ocean steamships could be economically employed only for the transport 
of passengers, the mail, and the less bulky and more valuable cargoes. For 
several decades, the sailing vessel continued to be the chief carrier of the 
ocean trade. 

Sea-borne trade also gained from the reduction of various risks. Rela- 
tively unknown seas such as the South Pacific were explored, coast lines 
and harbors were better charted, and the lighthouse service was expanded. 
By this period, the trade winds and the course of the Gulf Stream became 
well known, and the safest and quickest courses for sailing vessels were 
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definitely established. This knowledge combined with the building of ships 
better adapted to sail against the wind, enabled vessels to follow a more 
direct westward course across the Atlantic instead of sailing down toward 
the African coast and over to the West Indies before turning north. Piracy 
was eliminated after about 1820, and no wars seriously disturbed ocean 
commerce. These decreased risks made lower marine insurance rates pos- 
sible, and the passing of marine insurance into the hands of large, firmly 
established companies gave added security. 

A new development in the organization of ocean shipping came with the 
rise of regular lines, first of sailing vessels known as packet lines and then 
of steamship companies. This was mainly due to two things: (1) the growing 
volume of trade along the main routes combined with the need for regular 
and dependable shipping facilities for passengers, the mails, and goods; and 
(2) the increasing size and growing cost of ships, particularly steamships, 
necessitating an investment so large that it was beyond the resources of 
the old merchant traders or shipowning partnerships and could be financed 
only by a large corporation. There were still branches of trade, notably that 
with the Far East, where the merchant traders might employ their own 
ships, but the bulk of ocean freight at this period was carried by the tramp 
which sailed hither and thither in a constant search for cargo. Yet the new 
lines rapidly rose in importance, securing first the passenger traffic and the 
mail and a growing proportion of the more valuable and less bulky freight. 

The first regular ocean line was the Black Ball Line, which began a 
monthly service between New York and Liverpool in 1818, that at once 
proved successful. In 1821, the Red Star Line was started. Soon others 
were organized to engage in the coastwise as well as the ocean trade. The 
packet lines, mostly owned by American partnerships, grew rapidly and 
reached the peak of their prosperity about 1840; in the 1850’s they lost 
ground to the faster and more reliable steamship. In the 1840’s, they were 
making the eastbound transatlantic trip in 22 days and the westbound in 
33 days; by 1851, the steamship had cut the latter to around 10 days. In 
the early 1840’s, the steamship coiild make six trips to the sailing vessel’s 
three, and this was a great factor in its success. 

The first important transatlantic steamship line, the English Cunard 
Line, started its service to Boston in 1840, aided by a mail subsidy from 
the British government. So stimulated. Congress beginning in 1845 granted 
subsidies to American lines carrying* the mails. Thus aided, lines were 
established running to Bremen, Havre, Liverpool, the Isthmus of Panama, 
and along the Pacific coast. These subsidies totaled about $14 million up to 
1858, when growing opposition led to their being stopped. The basic 
obstacle faced by American lines was the fact that this country could not 
build iron steamships so cheaply as Great Britain, and we could not buy 
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British ships since our navigation laws prohibited the operation of foreign- 
built ships under the American flag, to say nothing of the requirement of 
American seamen who got relatively high wages. 

The Navigation Laws. At the close of the War of 1812, the earlier 
policy of protecting American shipping by means of discriminating tonnage 
and tariff duties was reversed as far as the foreign trade was concerned. In 
its place, a policy of reciprocity was adopted offering to admit vessels of 
any foreign nation carrying products from that country to American ports 
on the same conditions as American vessels, provided the foreign nation 
made a similar concession to American vessels entering its ports. This Act 
of 1815 was strengthened in 1817 by a law prohibiting the importation of 
goods in vessels engaged in the indirect trade where the vessels belonged 
to a country that did not admit American vessels engaged in the indirect 
trade. 

Finally, in 1828 Congress definitely offered reciprocal treatment in the 
indirect foreign trade. The abolition in 1830 of A\ tonnage duties, except 
on ships of a nation not granting reciprocal treatment, made these offers 
all the more attractive, and such duties were not reimposed until 1862. 

In the case of the coastwise trade, however. Congress by the Act of 1817 
specifically excluded f »reign-built or -owned vessels, though practically 
they were already excluded by discriminatory tonnage duties. This gave 
American shipping a monopoly of the coastwise trade that has remained 
practically unaltered ever since. This act also imposed extra-high tonnage 
duties on American ships unless the officers and two-thirds of the crew be 
Americans (three-quarters for those in I he coastwise trade), but the high 
level of American wages led to much evasion of the law. 

The chief reason for the shift to the reciprocity policy was the belief 
that American ships could compete successfully with those of other coun- 
tries, provided there was no discrimination against them. Ships then cosl 
less to build in the United States than in Ureat Britain and, despite the 
higher wages paid, the cost of operation was generally lower owing to the 
use of smaller, though hard-driven crews, the lower cost of provisions, and 
the superior efficiency in sailing that made more trips possible. Also, the 
high profits and abnormal expansion of shipping during the Napoleonic 
wars made a larger field of operations seem the more desirable. This policy — 
the reverse of that underlying the navigation laws in force in most countries 
for nearly two centuries — marked the beginning of a new era in general 
world policy. Most European nations began slowly to modify the severity 
of their navigation laws; the freedom of movement of vessels engaged in 
international trade was greatly increased; and a marked economy in the 
use of the world’s shipping resulted therefrom. 

In the United States, these laws led to a long series of commercial 
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Irealies involving constant bargaining and sometimes severe retaliatory 
action designed to force concessions. By 1829, treaties with the leading 
commercial nations of Europe had secured reciprocal treatment of shipping 
in the direct trade. In the indirect trade this was obtained more slowly. 
Particular difficulty was experienced in securing full freedom in the trade 
with the British West Indies, once so important, much of which was based 
on indirect trade. Finally, in 1830 all branches were open to American ships 
except that between British possessions. This exception, which England 
viewed as similar to the United States’s prohibition of foreign vessels in its 
coastwise trade, considerably hampered American ships and continued in 
force till England abolished her Navigation Laws in 1849. By the 1850’s, 
full reciprocity had been arranged with all important trading nations of 
Europe and many Latin-American countries. 

The Growth of the Merchant Marine. Though practically driven 
from the seas by 1814, except for vessels engaged in privateering, the total 
merchant marine of the country in 1816, allowing for previous losses, was 
probably nearly 1.2 million tons (see the chart on page 6t2\ Roughly 
one-half consisted of registered vessels engaged in the foreign trade; a 
slightly smaller proportion was made up of enrolled and licensed vessels 
engaged in domestic trade, and some 50,000 tons was employed in the 
fisheries. The total tonnage changed little up to 1830, though that in the 
fisheries tripled. Thereafter the tonnage employed in domestic trade steadily 
rose, regularly exceeding that in the foreign trade, and by 1860 was nearly 
2,650,000 tons. Foreign ships being excluded by law, this growth was solely 
due to the expansion of domestic trade and such demand for water transport 
as arose therefrom. Much the greater portion of this tonnage was employed 
in the coastwise trade. The tonnage in the fisheries rose to an all-time high 
in the 1850’s and amounted to over 330,000 tons in 1860. 

The shipping used in foreign trade slowly increased after 1830 to 900,000 
tons in 1 845. Then, with the building of clipper ships and the expansion of 
trade, came a sudden spurt that raised this tonnage to 2.35 million in 1855 
and almost 2.5 million in 1861 — a figure which was not again equaled for 
over 50 years. The figure of 5.54 million tons for the total merchant marine 
in 1861 was also destined to remain unsurpassed until 1902. Of this total 
less than 900,000 tons was propelled by steam, but barely one-ninth of 
this was employed in foreign trade. 

Throughout this period there was a keen rivalry in shipping between the 
United States and Great Britain. In 1815, the British merchant marine 
had been double that of the United States, but the rapid increase in Amer- 
ican ships after 1845 brought the total tonnage of this country to a point 
almost equal to that of Great Britain and her colonies. This caused much 
alarm in England and led to much chauvinistic oratory in the United States. 
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Both proved premature and lacking in adequate analysis of the existing 
tendencies. Firstly, over half the American shipping was employed in 
domestic trade where foreign competition was excluded. Second, the 
American shipbuilding industry, except during the clipper-ship period, was 
not keeping pace with the growth of the world’s shipping or the country’s 
foreign trade. 

From 1816 until 1816, the tonnage of sailing vessels built showed no 
growth, fluctuating around 100,000 tons a year. During the next dozen 
years, the average output was tripled, the maximum of over 500,000 tons 



Fig. 20. Tonnage of ships built in the United Slates, 181.'>-1860. 


being recorded in 1855 (sec the chart on this page). But foreign countries 
took up the construction of clipper ships as well, and the trade in which 
American ships were most successful was beginning to pass to the iron 
steamship in the construction of which no country could then compete 
with Great Britain. However, in 1860, the steam tonnage constituted less 
than a tenth of the world’s merchant shipping. Though the sailing vessel 
had many decades of life ahead, American builders, facing rising costs 
after 1830, were already finding it more difficult to compete with those of 
the Baltic region or of British North America. It is significant that in the 
period ending in 1860 only a tenth of the tonnage of sailing vessels built 
in the United States was sold abroad. The repeal of the British Navigation 
Laws in 1849 brought only a brief rise in such sales. 

That the merchant marine engaged in the foreign trade was not keeping 
pace with the growth of that trade is shown by the decline in the percentage 
of the value of foreign trade carried in American ships. In the decade 1821- 
1830 this had averaged 90 per cent, a figure never equaled either before or 
since, though closely approached under the abnormal war conditions 1794- 
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1810. Even in this decade, the high figure was due partly to abnormal 
conditions created by the controversy with England over the carrying 
trade. Thereafter, this figure steadily fell to 66 per cent in 1860. A more 
accurate measure of the proportion of American shipping in this trade is 
the percentage of American tonnage in the total of vesvsels entering and 
clearing in the foreign trade, shown on the chart on page 613. In the decade 
1821-1830 this was 88 per cent; then came a sudden drop, most marked in 
the trade with Jlritish North America, to about two-thirds of the total in 
1832, and it fluctuated about this level until 1860. Compared with the 
preceding figures, these indicate that after 1830 American shipping had 
greater success in keeping its hold on the more valuable cargo than on 
bulky freight, but that toward the end this was also slipping away, pre- 
sumably to foreign steamships. Of the foreign tonnage that entered and 
cleared American ports in 1860, four-fifths was British; nearly half the 
remainder was (lerinan. 

One reason for this decline was that during these years the most rapidly 
growing section of our foreign trade was that with northern Europe which 
was just where we faced the most severe competition from other carriers, 
chiefly England, the German states, and Scandinavia. In most of the other 
branches of our foreign trade, American ships were far more predominant. 
How much American shipping was employed in trade that did not tou(*h 
at American ports is uncertain, but it has been estimated at one-fifth of 
the registered tonnage. Though the American merchant marine still ranked 
second in the world and still had more than its propfirtion of the world’s 
carrying trade (assuming 50 per cent of the tonnage carrying our foreign 
trade to measure that proportion), it is clear that the underlying trend of 
developments during this period boded ill for the future. The brilliant but 
temporary successes of the clipper-ship period proved so dazzling that the 
significant facts were generally lost to sight. 

Among these facts was the growing competition from cheap wooden ships 
built in the Baltic countries or in British North America and from iron 
steamships built in Great Britain. The purchase and operation of such 
ships under the American flag were prohibited by our Navigation Laws. 
Also the country’s rapid growth provided new and profitable opportunities 
for the use of capital in other fields. Finally, the relative advantages based 
on the cheap construction of wooden ships and the intelligence, daring, and 
efficiency with which American sailing vessels were handled, were now 
passing away. The latter advantage, which had helped to offset the high 
wages, was much less marked when it came to running the mechanized 
stesunship, as developments in the following period made only too clesu*. 

The Growth of Foreign Trade. The course of foreign trade during 
these years can be divided into two periods: (1) the first ending in 1845 
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and showing little enduring growth though marked fluctuations; (2) the 
second showing a rapid and fairly continuous growth to 1860 (see the chart 
on page 650). For the years 1856-1860 the average annual value of exports 
was $294 million and of imports over $320 million, both of these figiiras 
being more than four times those for the decade of the 1820’s, though the 
higher price level then prevailing meant a lower rate of growth in the vol- 
ume. The reexport of foreign goods, so important during the Napoleonic 
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Fig. 21. IVr capita oxpcjrls and imports since 1790. 


wars, remained practically stationary and fluctuated around $20 million a 
year, indicating a relative loss in this trade. Throughout the period, except 
for a few years of depression, imports exceeded exports in value, and this 
unfavorable balance of trade became much greater in the 1850's. 

A most significant fact, as shown by the chart on this page, is that 
between 1818 and about 1850 the annual value of our total foreign trade 
fluctuated around $12 per capita, a figure much below that of any other 
period since 1790. l^ven after making allowances for changes in the price 
level and the reexport trade, this would indicate t hat foreign trade was then 
a relatively less important factor in the economic life of the country than 
at any period since, and probably less important than in colonial times, 
especially the eighteenth century, though no satisfactory statistical basis 
for this comparison is available. This reflected the increased economic self- 
sufficiency of the country and facilitated its policy of isolation. 
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The Commodities of Foreign Trade. In the case of exports, the 
outstanding development of the period was the growth in the shipments of 
cotton. Previous to 1820, they had never reached 100 million pounds; in 
1860 over 1,700 million pounds, or three-quarters of the crop, was exported. 
During the 1820’s, cotton took the predominant position among exports 
formerly held by breadstuffs and tobacco. In 1860, this export, valued at 
over $200 million, made up nearly two-thirds of the value of all exports. 
Never since the opening of the eighteenth century, if even before, has one 
commodity so dominated the exports. Such heavy dependence upon one 
export, moreover, is dangerous, for a serious crop failure or drop in price 
or interference with the trade may badly disarrange a country’s economy, 
as the South soon learned. But in 1860 it strengthened the Southern cry 
that “Cotton is King I” 

The former great staples of the South lost all importance in the export 
trade. Indigo disappeared, rice remained stationary, and tobacco leaf 
though doubling in value to $15 million in 1860 made up less than a twen- 
tieth of the total exports. Next to cotton in rank came the export© of food- 
stuffs, among which wheat, Hour, and pork products took the lead. Up to 
1816, these showed practically no gain, but thereafter growth was rapid and 
in 1860, with a value of $50 million, they were nearly one-sixth of all 
exports. 

Throughout the period, agricultural products contributed about four- 
fifths of the exports (see the chart on page 652). The products of the 
mines, the forests, and the fisheries, though showing some absolute growth, 
fluctuated around 7 per cent of all exports and were never important. The 
remainder, consisting of manufactured goods, made up about an eighth of 
the total in 1860. Though still small, this reflected a great relative increase 
during this period. Manufactures of cotton were far in the lead and those 
of iron next; others were chiefly products only slightly worked up. 

A.mong imported commodities, this period brought less striking changes 
than among exports. Finished manufactures fairly regularly made up 
slightly over half of the total value of imports. Amijng these, textiles, chiefly 
wool, silk, and cotton, were far in the lead; iron and steel products made 
up the only other single item of importance. Partly finished manufactures 
constituted about an eighth of all imports and foodstuffs between 25 and 
30 per cent, tropical and semi tropical products such as sugar, coffee, tea, 
molasses, wines, and liquor being predominant. The most significant change 
was the growing importance of crude materials for manufacturing, reflect- 
ing the rise of domestic industries, though these imports made up but an 
eighth of the total in 1860. Hides, skins, and wool were the chief items in 
this group. 
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The Direction of Foreign Trade. The chief change in the direction 
taken by foreign trade during this period was the decline in relative im- 
portance of the trade with the West Indies. This was due mainly to the 
unfavorable developments affecting the older British, French, and Dutch 
sugar-growing islands which were explained in Chap. XVI. Though the 
trade with these islands remained nearly stationary or declined, the rapid 
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Fio. 22. Imports from and exports to chief countries or continents, 1860. 

growth of Cuba was such that this island soon absorbed the bulk of the 
West Indian trade and prevented an absolute decline for the group as a 
whole. After about 1830, however, these islands ceased to play the impor- 
tant part in our foreign trade that they had theretofore. 

As the chart on page 655 (which includes coin and bullion) and that on 
this page indicate, Europe took about three-quarters of all our exports and 
furnished nearly two-thirds of our imports. Though more than half of this 
European trade continued to be with the United Kingdom, the periotl 
witnessed a considerable growth in the direct trade with the Continent, 
chiefly with France and the German states. Other changes of note included 
the rise of the trade with Canada, especially after the reciprocity treaty; a 
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marked relative increase in that with South American countries following 
their attainment of independence; the expansion of the China trade; and 
the start of a small trade with Australia and South Africa. 

The developments in transportation and the changes in the commodities 
entering into foreign trade were chiefly responsible for the shifts in the 
seaports through which this trade passed. Of the two striking changes 
during this period, the first was the rise in the export trade of the Southern 
cotton ports. In 1860, excluding specie and bullion, practically all of which 

IMPORTS EXPORTS 




Fig. 23. Imports and exports of commodities by chief ports, IB60 (cxcliidinj? gold and 
silver). 


was shipped from New York, the value of New Orleans* exports exceeded 
that of any other port, though New York was a fairly close second. Next in 
order, though far behind, came the ports of Mobile, Charleston, and 
Savannah; after them came Boston, Baltimore, San Francisco, and Phila- 
delphia. 

The second change was the preeminent position attained by New York 
among the rival Atlantic coast ports. In the import trade it became even 
more predominant than in the export trade, receiving about two-thirds of 
the total in 1860. Boston was then a poor second and New Orleans third, 
followed by Philadelphia, Baltimore, and San Francisco in order. This 
ccmtributed to building up the great supremacy among commercial cities 
that New York definitely secured for herself during this period. 

The International Balance of Payments. Except for a few scattered 
years of depression the country’s balance of trade was unfavorable through- 
out this period (see the charts on pages 656 and 658). In the trade with 
Europe, the balance fluctuated but by the close of the period was generally 
favorable, as was also the case in the small trade with Oceania and Africa. 
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On the other hand, in the trade with Avsia and Soulh America the balance 
was decidedly unfavorable, and this also came to be the case in the trade 
with Canada and the West Indies. 

It might be expected that with an unfavorable balance of trade there 
would be a net outflow of the precious metals; in fact, up to the California 
gold discoveries, gold and silver were coming into the country. After that 
date there was a large net outflow. To explain these results, it is necessary 
to examine the other factors — the so-called “invisible” items — entering 
into the balance of payments. For this purpose the period may be divided 
into two parts at the date when net imports of the precious metals ceased 
and regular exports first appeared, say 1850. 

During the first period, 1821-1849, the total excess of imports over 
exports amounted to some $150 million.^ Even larger in amount was one 
of the invisible items, the interest on foreign capital invested in the United 
States estimated as totaling $224 million for the period. These two items 
made up most of the total on the debit side of the account of the United 
States with the rest of the world. The remainder consisted of minor items, 
the largest being the outlay of Americans traveling abroad. 

Of the items that showed a balance on the credit side, the earnings of 
American ships carrying (‘-argo for foreigners was much the largest, being 
estimated at $450 million for Ihe period. The only other large item on this 
side was the net increase in foreign capital invested in the United Slates, 
possibly amounting to $170 million. It was chiefly because these two items 
brought the total credits above the debits that the net flow of the precious 
metals, totaling $72 million, was into the United States. This helped to 
provide a substantial addition to the circulating medium. 

This net inflow was the result of varied movements. Throughout the 
period there was a very regular outflow, chiefly of silver, in the trade with 
the Far Fast. Though specie and bullion were imported from the western 
coast of South America, they were exported to countries on the eastern 
coast. Europe, though occasionally getting exports, was the main source 
of the imports, presumably mostly of gold. iNext in importance were the 
imports from Mexico, doubtless mostly from its silver mines. Though of 
much less importance than formerly, the West Indies continued to be a 
source of supplies of the precious metals, and a little came from Canada. 

Whereas the first period in the history of our balance of international 
payments was characterized by a moderate unfavorable balance of trade 
and an inflow of the precious metals, the second period, 1850-1874, w^as 
marked by an increasingly unfavorable trade balance and a large outflow^ 

^ The followiiifT is based on the fiffures pfiven in C. J. Hullock, J. H. Williams, and 
R. S. Tucker, “The Balance of Trade of the Tlniled Slates,” Heview of Economic Statis- 
ticSy vol. I, p. 215, Cambridge, 1919. 
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of the precious metals. Though we are here concerned with only the first 
decade of this period, the causes for this change should be understood. 

The basic cause was the enormpus output of gold from California. The 
resulting rise in prices helped to usher in a period of marked prosperity 
and, as usual under such conditions, imports rose much more rapidly than 
exports. This led to a great increase in the unfavorable balance of trade, 
the total for the years 1850-1860 amounting to $584 million. At the same 
time, the rising volume of interest charges on foreign investments in the 
country and the growth of American travel abroad also increased the debts 
due foreign nations. The resulting total was so great that, although the 
foreign investments here increased by nearly $200 million and the net 
credit from the earnings of our shipping was nearly $250 million, the total 
credits now fell far short of equaling the debils, and to meet the balance 
there was a net export of $430 million of the precious metals. The only 
important shift in the direction of this movement was that luirope began 
to receive gold from the United Stalas instead of exporting it to this 
country. 
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FINANCIAL INSTITUTIONS— MONEY AND 
BANKING 


Inlroduction. The economic progress of the country during this period 
(jailed for, and was aided by, a substantial development in its linancial 
institutions. As capital funds accumulated, as business enterprises grew in 
size, and as trade mounted in volume, an expansion and improvement in 
the institutions for promoting savings, for aiding those needing capital and 
credit, and for providing the facilities required in the transactions involved 
were essential if economic progress was not to be seriously handicapped. 

The developments during this periexl were in the main along lines laid 
down in the preceding period in the effort to provide for some of the 
deficiencies in the financial institutions of ('.olonial times. In part, changes 
were due to the need for eliminating the abuses and defects that arose, 
particularly the reckless expansion of credit which helped to create the 
cyclical swings in business that now appeared; in part they were designed 
lo meet new needs arising from alterations in the economic order. Both 
remedial measures and innovations reflected ideals that have always greatly 
influenced our financial legislation: the strong dislike for anything resem- 
bling a monopolistic “money power” and the even stronger desire for cheap 
money and easy credit. 

The Coinage and Circulating Medium. The coinage under the Act 
of 1792 proved insufficient for the country’s needs, and foreign coins con- 
tinued in circulation. This combined with long-established habits led to a 
fairly widespread use of the English pounds, shillings, and pence as the 
money of account. Despite the resulting inconvenience, this practice was 
continued in some sections well into the period. The history of the coinage 
at this time can be divided into three periods: (1) that ending wilh the 
Coinage Act of 1834, (2) that between 1834 and the opening up of California 
gold mines, and (3) that covering the eflects that followed from this even!. 

In the first period, the dominating factor determining coinage was the 
same as during the preceding period. Since the commercial ratio of silver 
to gold continued to fluctuate around 15}^ to 1 while the coinage ratio 
remained at 15 to 1, silver was overvalued at the mint and gold under- 
valued, thus discouraging the coinage of the latter under the principle of 
Gresham’s law. As a result, from 1816 to 1833, inclusive, $27 million in 
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silver was coined but barely $6 million in gold (see the chart on page 365). 
Most of the silver probably came from Mexico; the gold was presumably 
the output of domestic mines. In 1834, Congress, desiring to attract gold 
to the mint and keep it in circulation by overvaluing it, changed the coinage 
ratio to 16 to 1 through a reduction in the weight of the gold coin. The Act 
of 1837, which fixed the fineness of both gold and silver coins at nine-tenths 
pure metal, resulted in a slight alteration in the coinage ratio which then 
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Fig. 24. Estimated amount of money in the United States, 1800-1860. 

became 15.988 to 1. This ratio, except in the case of the subsidiary coins, 
remained unchanged for nearly a century. 

In the second period, the Coinage Act of 1834, being based on a well- 
recognized economic law, had the desired effect, and t here was a marked 
increase in the flow of gold to the mint, the total coined between 1834 and 
1847 being over $60 million. As the domestic mines produced less than $11 
million, most of this must have come from foreign sources. The coinage of 
silver during these same years totaled $35 million. Practically all of this 
was in the form of small change. Though the coinage of the silver dollar 
was resumed in 1836, only 2.7 million were minted up through 1860 — 
»>ver half of these in 1859-1860 when Western silver began to be mined. 

The third period was ushered in by the outflow of gold from California 
and Australia, the effects of which were felt throughout the world and 
naturally with especial force in the United States where the total production 
from 1848 to 1860, inclusive, is estimated at over $650 million. Though 
much of this gold never reached the mint, some $390 million had been 
coined by the close of 1860. Despite the large net outflow of coin and 
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bullion which began at this time, the net result practically doubled the 
country’s supply of specie, and for the first time this could be considered 
as adequate. 

Within a decade, the world’s output of gold* practically equaled that for 
the preceding 100 years and, since there was only a slight increase in the 
output of silver, gold declined in value relative to silver. Consequently 
the commercial ratio of silver to gold, which had generally fluctuated be- 
tween 15.7 to 1 and 15.9 to 1 from 1820 to 1850, fell below 15.5 to 1 in 1851 
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Fig. 2.5. Production and coinage of the precious metals, 1792-1860. 


(see the charts on page 666). As this meant a still greater undervaluation 
of the silver coins, it hastened the flow of such coins to the melting pot 
since they would bring more as bullion. The resulting lack of small change 
caused great inconvenience. 

To provide relief, the Coinage Act of 1853 reduced the amount of silver 
in all silver coins except the dollar so that the coinage ratio was slightly 
less than 14 to 1. Since this overvalued the silver in the new subsidiary 
coinage, there was no inducement to convert it into bullion. In fact it would 
have been profitable to take silver to the mint to be coined into small 
change, and the country would have been flooded with it. To prevent this, 
the law suspended the free coinage of subsidiary silver, and thereafter the 
government simply bought such silver for making subsidiary coins as 
seemed to be needed. Also, the law very properly limited the legal lender 
of these new coins to $5. This legislation, based on sound theory, had the 
desired result; $44 million of subsidiary silver was coined, 1853-1860, and 
the scarcity of small change was relieved. 

As is shown by the chart on page 364, distinct progress was made in 
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securing a more adequate basis of specie in the circulating medium after 
1833, though it was not until after 1850 that specie could be said to be 
abundant and complaints as to its scarcity ceased. However, until after 
1840 paper money in the form of bank notes made up the greater portion 
of the circulating medium, and many of these issues were far from satis- 
factory, as will appear from the account of banking development that 
follows. 

The Functions of Banks. To understand the efficiency of a banking 
system, there must be a clear conception of the chief functions that banks 
perform in the economic order and of the practices and principles essential 
for the best performance of these functions. Hence a brief summary of 
these points will be given before the description and criticism of the 
banking system that was developed at this time. 

The main functions of the ordinary bank are commonly stated to be 
three in number: (1) the function of deposit, that is, providing a place of 
deposit where funds not immediately needed can be kept in safety until 
wanted and then promptly withdrawn, (2) the function of discount or 
lending, that is, providing people who need lendable funds and whose credit 
is good with the opportunity to borrow, (3) a common, though not neces- 
sary, function, that of issue, consisting in the issue of the bank’s notes 
which become a part of the circulating medium. On the basis of its own 
capital resources and the funds deposited with it, a bank creates the credit 
which it lends to borrowers either in the form of giving them its notes or by 
granting them a deposit credit. Besides functioning as a creator of credit, 
banks provide for lendable funds the sort of marketing organization that 
promotes efficiency in the distribution of goods or services generally. The 
result is not only better facilities for lending and borrowing funds but also 
a tendency to distribute them, and in consequence the economic resources 
which they buy, among those who can make the best economic use of them. 
Thus banks help to increase the efficiency and productive capacity of the 
economic order. 

If these functions are to be properly performed, certain practices and 
principles must be carefully observed. To perform the function of deposit 
properly, a bank must not only provide a place for safekeeping but must 
make sure that its own investments or loans are safe so that it will be cer- 
^ain to repay depositors. Also it must be ready to repay deposits, savings 
or time deposits excepted, whenever they are demanded. Hence it must 
keep enough cash reserve to meet ordinary demands and enough of its other 
assets in such form that in case of unusual demand they can, without serious 
losses, be quickly converted into cash. The proper performance of the second 
function, making loans, is obviously closely linked up with the safeguarding 
of deposits. The loans and investments must be scrutinized with care to 



FINANCIAL INSTITUTIONS — MONEY AND BANKING 367 


be sure that they are safe and siifTiciently liquid; borrowers who can offer 
the proper type of security should be accommodated; yet the bank’s credit 
must not be overexpanded. In performing this function the bank, by extend- 
ing or refusing loans, helps to fix and to guide the How of lendable funds and 
the use made of a portion of the country’s supply of capital; if this is wisely 
performed, waste in its use can be checked and greater economic produc- 
tivity will result. 

The third function, note issue, is not an essential one, and nowadays 
many banks do not issue notes. But in the earlier period of banking in this 
country it was an important function — for most banks an essential one — a 
point which is basic for an understanding of banking history prior to 1860. 
Of the two means employed by banks for extending their credit and making 
loans, most banks then depended almost exclusively on the issue of their 
notes. Though the method of granting deposit credits against which the 
borrower drew his checks was increasingly employed, it was largely con- 
fined to the banks in the larger cities. The general use of checks required 
easy and quick means of communication, extensive facilities for getting 
credit information, and a sound well-organized banking system. As such 
conditions were lacking in most sections of the country, the great majority 
of banks depended on the right to issue notes, and in the interior mast 
banks, had they been deprived of this right, would ha\ c gone out of existence. 

The consequent large issue of bank notes resulted in their making up 
the chief circulating medium of the country until after 1840. Such specie 
as existed, outside of the small change, was kept chiefiy in the banks where 
it served as a reserve and could be obtained for making international 
payments or used for settling balances between banks. The predominance 
of bank notes in the circulating medium made it the more essential that 
these notes conform to the principles of a sound currency; particularly 
they must be safe and stable in value. The best method to ensure safety 
is to take measures such that the notes can always be easily and promptly 
redeemed in specie; this will tend to check overissue and prevent deprecia- 
tion. Still greater stability in value is ensured if the note issue is so elastic 
as to expand and contract with the fluctuating needs of business. 

In addition to these basic functions, there are many other minor ways 
in which banks aid the financial transactions of the business world such 
as by the collection and transfer of funds, acting as a trustee, and dealing 
in investments. Though only a few of the principles most essential for the 
successful performance of a bank’s functions have been noted, these should 
be kept in mind to understand the banking problems that arose during this 
period. 

The Second Unite<l Stales Bank. The difficulties experienced by the 
government in handling its financial operations and the chaotic conditions 
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that developed in state banking after the closing of the First United States 
Bank in 1811 led Congress to charter the Second United States Bank in 
1816. Though the strain of war financing was then passed, it was expected 
that the new bank would improve the condition of the state banks and 
hasten their resumption of specie payments. 

The charter provisions were rather similar to those of the First Bank. 
As before, the charter ran for 20 years and the government subscribed for 
one-fifth of the capital stock, now increased to $35 million. Private sub- 
scriptions were to be paid, one-fourth in specie and the balance in govern- 
ment bonds. Branches were to be est£d)lished and the issue of notes, not 
under $5 in denomination and to be redeemable in specie, was authorized. 
The bank’s charges on loans and discounts were not to be above 6 per cent. 
Government funds in all places where the bank had an office were to be 
deposited with it, unless the Secretary of the Treasury, because of special 
reasons that must be explained to Congress, directed otherwise. The bank 
paid the government a bonus of $1.5 million for the charter. 

The Second Bank began business in January, 1817, with its main office 
in Philadelphia. Shortly, eighteen branch offices were opened and later 
eight more, though one was abandoned, '^riie bank at once found itself in a 
position where it was certain to arouse the opposition of the state banks. 
(1) It was a competitor and took away some of their business. (2) The 
transfer to it of government deposits, coming at a time when the state banks 
were overexpanded, was particularly trying and many required delay. 
(3) To force resumption of specie payment. Congress had resolved that 
after Feb. 20, 1817, all dues to the government should be paid in specie, 
treasury notes, or bank notes redeemable in specie. The pressure thus put 
on the state banks necessitated a contraction of their note issues and loans 
and helped to develop their ceaseless hostility to the Second Bank. 

During its early years, the bank’s management left much to be desired. 
Its large capital proved a temptation to make unwise loans. Its note issue 
quickly rose to over $8 million in 1818, most of it being put out in the 
South and the West. Thereafter the branch offices ceased redeeming any 
notes but their own, except those of $5 denomination. The depression after 
1818 led to the failure of the Baltimore branch, where speculative operations 
had been most marked, and finally to the appointment of Langdon Cheves, 
a sound, conservative man, as head of the bank. Under his administration, 
1819-1823, loans were contracted, the note circulation cut in half, and the 
branches better controlled. In 1823, Nicholas Biddle became president and 
held that office for the rest of the bank’s life. He was progressive, energetic, 
and ambitious and at first followed sound banking policies, but after about 
1828 he became less cautious and finally, after the charter expired and the 
bank secured a state charter, involved it in a disastrous failure. 
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Seeking to secure a sound currency for the whole country, Biddle adopted 
a policy (1) of increasing the issue of the bank’s notes and (2) of trying to 
compel the state banks to redeem their notes in specie, thus checking their 
overissue and depreciation. For this purpose* the bank paid out only its 
own notes and presented the notes of state banks which it received to the 
issuing bank for redemption in specie. In consequence, the bank’s circula- 
tion rose to over $21 million in 18112, nearly four times the figure in 1823. 
Though a more liberal policy was adopted for the redemption of the 
bank’s notes, the notes of branches were often at a slight discount in sec- 
tions remote from Philadelphia or the branch of issue. This discount was 
so slight — seldom 1 per cent — that as between individuals the notes were 
commonly accepted at par and so were a great improvement over the state 
bank notes, especially those in the South and West, where much the greater 
portion was in use. Also, the pressure put on the stale banks helped to 
check excessive issues — their total was never so great during the life of the 
bank as in 1816 despite the growth of trade — and so to lessen their deprecia- 
tion. Though facing constant opposition and far from securing complete 
success, the bank did markedly improve the country’s circulating medium. 

It was also useful in other ways. After 1826, Biddle began to extend its 
dealings in both foreign and domestic exchange and soon dominated this 
Held of service. With its widely scattered branches and large capital, it 
could provide exchange in greater amounts and at lower and more stable 
rates than any other institution. Similarly it was of great help to the 
government in handling its receipts and expenditures and the transfers of 
funds incident thereto; also the government never lost a dollar of its 
deposits with the bank, in marked contrast to its experience with the stale 
banks. 

The bank became the main holder of the specie reserve of the country 
and, as most state banks kept relatively small reserves, they tended to 
fall back upon it in time of need. But in meeting the needs during a general 
financial strain the bank was less successful, chiefly because of the lack of 
centralized control in the banking system as a whole, yet in part owing 
to its own mistakes. In the stringency of 1825, it could afford relief by 
extending loans; in 1828 and 1831-1832 it could not, being too seriously 
embarrassed itself by excessive loans and discounts in the South and West 
that were not promptly paid. It was in those sections that the greater part 
of its business was carried on, and its services and measures of control 
proved most valuable. By this time. New England had developed a fairly 
sound banking system, and a marked improvement was taking place in 
the banks of the Middle Atlantic states. Elsewhere the condition of most 
state banks was far from satisfactory- 

The bank’s charter was to expire at the end of 1836, and the question of 
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its renewal was raised in 1829 when President Jackson expressed doubts as 
to the bank’s constitutionality and its success in establishing a sound 
currency. The question soon became a prominent political issue resulting 
in the “Bank War” in which extraneous factors entered into the discussion 
and exaggeration prevailed. Though Congress in 1832 passed an act to 
renew the charter, Jackson, whose hatred of the bank had then become 
violent, vetoed the bill and, after his reelection that year, the bank accepted 
its fate as settled. Government funds began to be deposited in the state 
banks; the bank proceeded to wind up its affairs and at the close of 1836 
went out of existence, in some cases state banks were organized to take 
over the business of the branche>s and Pennsylvania chartered a bank to 
take over that of the main oflice. This bank, continuing under Biddle’s 
management and burdened with excessive capital, became reckless and 
soon failed disastrously. Despite renewed agitation, the country’s experi- 
ment with a great central bank was ended. 

The Growth of State Banks, 1816-1860. The growth of slate banks 
and the fluctuations in their condition during this period are shown in the 
accompanying table, though the figures, especially those before 1836, are 
not complete. As the table shows, the rapid expansion of state banking 
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that began in 1812 did not end abruptly with the close of the war. The 
opening of the Second United States Bank and the pressure to resume 
specie payments checked the movement, and the panic of 1818-1819 
Vought it to an end and led to a general contraction. Uncertain business 
conditions and the restraining influence of the United States Bank resulted 
in but mcxlerate growth up to 1830. A great speculative expansion then 
occurred culminating in the panic of 1837. The following depression was 
so prolonged and severe that, despite the country’s growth, the business 
of the state banks as late as 1850 had not returned to the level reached in 
1836. The 1850’s was an unusually prosperous decade, although there was a 
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reaction, 1854-1855, and a brief but sharp financial panic in 1857, so that 
by 1860 both the number of banks and the volume of their business were 
about double the figures for 1850. 

The organization of banks at this time was often owing not simply to 
the need of some community for the facilities provided thereby but also 
to the wish of the organizers to secure the means for financing some of their 
own enterprises. Thus Secretary of the Treasury Crawford, writing in 1820, 
said that most of the banks started after 1812 were organized 

. . . not because there was capital seeking investment, not because* the places 
where they were established had commerce and manufactures which re(|uired their 
fostering aid, but because men without active capital wanted th; means of obtain- 
ing loans which their standing in the community would not command from banks 
or individuals having real capital and established credit. 

Similar reasons led to granting banking powers to certain railroad compa- 
nies, chiefly in the South, it being expected that the powers would be used 
to finance construction. The organization of banks for such purposes led 
to unwise practices as their funds were apt to be tied up in nonliquid or 
unsound assets. 

In the case of banks partly or entirely owned by the states, of which 
many were organized, chiefly in the South and West, it was expected that 
the bank would help in financing state enterprises as well as in handling 
state funds. Also the slates wished to share in the profits of the business 
and to exercise some control in the wielding of the financial power by the 
banks. At first a bank could secure a charter only by a special act of the 
legislature, and this often involved political wirepulling and favoritism as 
well as expense. The desire to eliminate these evils and prevent any danger 
of a moneyed monopoly led to the adoption of free-banking laws under 
which any group conforming to the re(|uirements of a general law could 
start a bank. The first free-banking law was passed in Michigan in 1837 
but soon was repealed; New York followed in 1838; by 1860 sixteen states 
had such laws. There were also numerous private individuals or partner- 
ships that performed many of the functions of a bank. Though commonly 
prohibited from issuing notes, they were often active in dealing in domestic 
or foreign exchange. 

Bank Loans and Specie Reserves. The character of bank loans 
naturally varied with the business activities in difterent sections. Most of the 
banks lent money on real estate, since this was the chief tangible asset of most 
of the people. The greatest dangers in this for a commercial bank were (1 ) the 
tendency to grant too large a loan in proportion to the value of the property 
and (2) the nonliquid character of such a loan. The more conservative 
h]astern banks tended to discourage such loans, but in the West and South 




372 


WESTWARD EXPANSION 


they were very common. In the South loans secured by slaves or by liens 
on existing or prospective crops were frequent; in the East merchandise 
Was often accepted as security. Everywhere those with good credit might 
obtain moderate loans on their personal note, preferably endorsed with a 
second name. 

As the volume of stocks and bonds increased and stock exchanges rose 
to provide a good market for them, collateral loans backed by such securi- 
ties became more frequent, especially in the chief financial centers; yet 
there was much popular opposition to such loans as tending to encourage 
speculation and to decrease the funds available for other purposes. Loans 
secured by the bank’s own stock, chiefly to accommodate subscribers unable 
to pay in full, and excessive loans to a bank’s own directors led to such 
abuses that restrictive legislation had to be invoked. The general situation 
is well characterized by Ih*ofessor Dewey who says. 

During the earlier years of banking borrowers were apt to regard a bank as a 
benevolent rather than a inoney-niaking institution, and as it held special granls 
by legislative favor it was hi'ld bound to acconmiodate the public. A bank was 
therefore criticized when it demanded that notes be paid at maturity, and that no 
renewals be allowed. 

A basic difficulty was the undeveloped stale of the financial institutions 
well adapted to make the long-time loans which were so widely needed. 
In consequence, the commercial banks were called upon to provide such 
loans to a far greater degree than was safe for that type of bank. Under 
these conditions, the chief dangers arose from overextension of bank credit, 
loans made on improper or inadequate security, and insufficient liquidity 
of assets. 

The maintenance of an adequate specie reserve was neglected by most 
banks throughout the period. Where the state required that a certain 
amount of specie be on hand before a bank cxiuld begin business, the law 
was frequently violated in spirit if not technically; even where observed, 
the specie held was likely soon to dwindle to a dangerously low level. At 
one time a New England bank with $500,000 of its notes outstanding held 
only $86.48 in cash. There was much difference of opinion as to the desirable 
proportion of specie holdings to the demand liabilities, but most were 
inclined to fix it at between one-fifth and one-third. In practice the ratio, 
even for considerable groups of banks, commonly fell below one-fifth and 
sometimes below one-tenth; many individual banks made a still poorer 
showing. In those days of slow transport and communication and a poorly 
organized banking system, a larger reserve was needed than would be the 
case today. 

Progress in lessening this evil either by voluntary action on the part of 
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banks or by state legislation was very slow. Since outstanding notes made 
up most of the banks’ demand liabilities till near the close of the period, 
the specie reserve was regarded as to be used mainly to ensure their prompt 
redemption; hence many laws designed to secure adequate specie reserves 
fixed the required proportions in terms of the note issue. After about 1840, 
as deposits rose in relative importance, especially in the Northeast, it 
came to be seen that a reserve to protect depositors was also essential and 
laws to require this began to be enacted. Thus when Massachusetts in 
1858, after nearly 20 years of agitation, finally acted, it required specie 
reserves of 15 per cent of a bank’s circulation and deposits, though country 
banks could count their noninterest-bearing deposits in Boston and New 
York as a part of this reserve. 

In New York the Free-Banking Act of 1838 required a specie reserve of 
12J4 per cent of the note circulation, though this was repealed in 1840. 
After the panic of 1857, the New York City banks voluntarily agreed to 
keep a reserve of 20 per cent of their net deposits. Pennsylvania had no 
specific requirement until 1860. Virginia in 1837 required a specie reserve 
of one-fifth of the note issue, but most Southern states took no action, with 
the notable exception of Louisiana. There the New Orleans banks in 1838 
agreed to keep a specie reserve of one-third of their demand liabilities, and 
in 1842 a state law fixed the same ratio with the added requirement that 
the banks must hold short-lime paper equal to the remaining two-thirds. 
This was the soundest commercial banking act of the period and later 
attracted much attention, especially after the New Orleans banks weathered 
the panic of 1857 without suspending. Ohio in 1845 required a 30 per cent 
reserve against notes as well as a safety fund and Indiana in 1852 a 12}^ 
per cent reserve. After the panic of 1857 Missouri, Iowa, and Minnesota 
also required substantial reserves. Yet outside of Louisiana, Iowa, and 
Massachusetts the need for reserves to protect the rapidly growing deposit 
liabilities as well as the note issues was little recognized by law. In practice, 
the well-managed banks did better than the law required. 

The Note Issues of the State Banks. The importance of bank notes 
because of their predominance in the circulating medium and because they 
were the main device used for the extension of bank credit has previously 
been noted. Although the practice of extending loans in the form of deposit 
credits steadily grew, it was not until 1855 that the total deposits in state 
banks came to exceed the total of their note issues, though in New York 
state this situation existed after 1837. Although specie surpassed the note 
issues in circulation after 1840, most of it, outside the small change, was 
kept in the banks, at least up to 1850, after which it was found in more 
general use. Consequently, everybody was vitally concerned with the 
character of the bank-note issues. 
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Unfortunately, the most essential quality in bank notes — unquestionable 
and stable value — was the one in which the issues of this period were most 
defective. Immediately the depreciation of bank notes was due to lack of 
easy and quick means for presenting them for redemption in specie. Such 
means, though not always adequate when expansion is general, will serve 
to check overissue and depreciation, but they can be supplemented by 
other regulations designed to keep a bank’s assets both sound and liquid 
in character. The efforts at reform during this period followed both of these 
lines of attack. 

The period is often called that of “wildcat banking,’’ derived from the 
fact that many banks were located in the backwoods regions, where wild- 
cats abounded, for the very purpose of making it difficult for anybody to 
present their notes for redemption. Even when no such purpose existed, 
the difficulties of transport were a serious obstacle in the case of coimtry 
banks. The banks themselves sometimes added to the obstacles and cer- 
tainly encouraged the widespread feeling I hat it was both undesirable and 
impolitic to present notes for redemption. Thus, when the notes of such 
banks once got into circulation, there was little effective check on their over- 
issue and they commonly depreciated in value. This depreciation often var- 
ied with the distance from the place of issue. Thus in Boston, at one time 
during the War of 1812, the notes of New York banks were at a discount 
of 20 per cent, of Philadelphia banks at 21 per cent, of Baltimore banks 
at 80 per cent, and those of Southern banks were not accepted at all. It 
was a common saying in 1811 that inside of 24 hours a good horseman could 
outride the district bounding the circulation of most banks. Basically, of 
course, the trouble was due to the failure of the banks to maintain an 
adequate specie reserve which in turn was a product of too great expansion 
of credit in the form of notes and lack of sufficient liquid assets. 

Measures for Safeguarding Bank-note Issues. The early bank 
charters seldom included any requirement for the redemption of notes. 
The limitations on issue, if any, were lax; the most common limited a 
bank’s total indebtedness to two or three times its capital. Sad experience 
made it clear that something more was necessary, but the first important 
device for safeguarding notes was a product of voluntary action on the 
part of a group of New England banks that joined in the Suff olk Banking 
System. 

The initiative came from the Boston banks which found that their own 
notes, being easily presented for redemption and so worth par, were con- 
stantly driven out of circulation by the depreciated notes of the New 
England country banks. The Suffolk Bank of Boston, founded in 1818, 
adopted the policy of sending the country bank notes which it received 
to the issuing bank for redemption and other Boston banks soon joined in 
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the practice. In 1825, a system was adopted under which the SuiFolk Bank 
agreed to redeem the notes of such country banks as either kept a deposit 
with it and forwarded funds as needed to cover the redeemed notes, or 
otherwise provided for the redemption of their notes in Boston. Boston 
being the business center of most of New England, this afforded a conven- 
ient clearinghouse for the redemption of country bank notes and so tended 
to check their overissue and depreciation. As many New England banks 
entered the system, the bank notes of this section soon became the soundest 
in the country. 

The success of this system was such that in 1840 New York passed a law 
requiring its country banks to redeem their notes at a discount of not more 
than per cent at either Albany or New York; in 1851, this discount was 
cut in half. In 1850, Pennsylvania similarly required redemption at Phila- 
delphia and Pittsburgh, though this was repealed during the crisis of 1857. 
In Ohio, a group of Cincinnati banks, beginning in 1845, set up a system 
similar to the Suffolk System. In Boston, the Bank of Mutual Redemption 
was set up in 1858 as a rival of the Suffolk Bank and, as a majority of the 
New l£ngland banks soon joined it, the Suffolk shortly withdrew from the 
business. Although such provisions for redemption did not eliminate bank 
failures and losses to noteholders, they greatly lessened the likelihood of 
such an occurrence. 

Another method for safeguarding note issues was that of the Safety 
Fund System adopted by New York in 1829. Banks belonging to this 
system — ninety- three in all came under it — had their note issue limited to 
twice their capital and were required to deposit with the state a sum 
equivalent to 3 per cent of their capital to provide a safety fund out of 
which the notes of any bank that failed were to be paid. Though designed 
to protect noteholders, the fund was made liable for other debts as well 
and proved insufficient to meet the burden imposed following the many 
failures after the panic of 1837. Eventually, the state loaned the fund 
enough to meet the deficiency. In 1842, the fund was made liable for the 
note issue only and, in 1846, its notes were made a prior lien on the assets 
of a failed bank and a double liability was imposed on the stockholders 
beginning in 1850. Even this did not prevent some small losses to note- 
holders. After 1 839, no more charters were granted under this system, and 
those in existence had all expired by 1866. A somewhat similar system was 
adopted in Vermont in 1831. The Safety Fund System, though introducing 
a marked improvement, failed of greater success chiefly because of defects 
in matters of detail many of which were later eliminated. The main idea 
was subsequently adopted in Canada where, aided by the sounder banking 
methods of a later period, it has proved successful. 

In New York, the banks in this system were eventually supplanted by 
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those formed under the free-banking system adopted in 1838. By authoriz- 
ing any group conforming to the general requirements to organize a bank, 
it met the popular demand for greater freedom of entrance into this field 
to prevent monopolies. To protect noteholders, a specie reserve of 1234 per 
cent of the note issue was required, though this was soon repealed, and the 
issue was limited to between 1 and 134 times a bank’s capital. Also a bank 
had to deposit with the state certain classes of securities equal in amount 
to its outstanding notes, these to be sold and the proceeds used to redeem 
its notes in case a bank failed. The classes of securities named included 
bonds of the United States, of the state of New York, or of any state ap- 
proved by the comptroller, or up to one-half the total, approved mortgages 
on New York real estate. Unfortunately, when many banks in the system 
failed, as soon happened, the proceeds from the sale of their securities 
proved insufficient to pay off their notes, the greatest losses occurring 
in the case of the real-estate mortgages and the bonds of certain states 
which were then greatly depreciated, some selling at less than twci-t birds 
of their face value. Subsequently the law made only bonds of the United 
States and the state of New York acceptable, and thus eliminated the 
most serious defect. 

The main features of the free-banking system, especially the ease of 
securing a charter, made a wide popular appeal; by 1860, they had been 
adopted by sixteen states and later were embodied in the National Banking 
System. Unfortunately, in the rapid spread of the system in the I850’s, 
there appeared the same defect in the securities that at first existed in 
New York. The worst results developed in the Northwest where the failure 
of a large proportion of the free banks resulted in losses of several millions 
to their noteholders. 

Improvement in the note issue was also secured by other laws and by 
the spread of sounder banking policies. The states generally set a definite 
limit on the note issue, commonly fixed at some proportion of a bank’s 
capital. In the North this was usually from two-thirds to twice the capital; 
in the South, three times the capital prevailed. The states also came to 
require specie redemption and to impose penalties fijr violation of this 
provision, though the results obtained were slight. Obviously, the laws 
designed to improve the character of the banks’ assets, increase their 
specie reserves, and promote sounder banking in general together with 
the voluntary adoption of better practices by the banks themselves helped 
to protect the noteholders as well as the other creditors of the banks. 

The Elasticity of the Bank-note Issues. Though security is the first 
requisite in a note issue, it is also desirable that such issues be so elastic 
that their volume will fluctuate with the volume of business, thus avoiding 
the stringency that checks sound business and may cause unnecessary 
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losses, and the redundancy that gives an abnormal stimulus lo business 
and leads to inflation. Such elasticity was particularly desirable in the 
United States at this period, chiefly because (1) there was no other element 
in the circulating medium that was elastic, since specie was not so by its 
very nature and deposit currency was little used, (2) agriculture, which is 
markedly seasonal in its need for currency, was so predominant an activity, 
and (3) the use of money in business was much more general than in colo- 
nial times. The lack of the proper elasticity in the bank notes, particularly 
in contraction, was no small factor among the financial evils with which the 
country was plagued. 

Generally, it was much too easy to expand the note issue far beyond the 
legitimate needs of business, and there was seldom sufficient pressure to 
secure the proper contraction. The need to check undue expansion by 
raising interest rates — always unpopular — was very seldom recognized. 
Such expansion helped to engender the speculative booms culminating in 
the panics of 1818, 1837, and 1857. Then when the crash came, the credit 
structure collapsed and the contraction was acute. It was just at this point 
that the need to extend credit to really sound enterprises was most urgent 
if the panic was to be checked and unnecessary losses prevented. Such sharp 
contractions were due in part to the lack of any special provision for such 
an emergency and in i)art to the decentralized character of the banking 
system which prevented that unity of action among the banks which was 
essential to success and led every bank to try and save itself regardless of 
others, it was the same lack of a centralized restraining authority which 
made general overexpansion possible in the first place. 

Not much progress was made in securing greater elasticity in the note 
issue. The chief gains were derived from the measures lo secure quick and 
easy means for the redemption of notes previously mentioned. These were 
supplemented by laws in Louisiana in 1842 and Massachusetts in 1843 
forbidding banks to pay out any notes but their own. It was estimated in 
1857 that the notes of New England banks were redeemed at least eight 
times a year, doubtless making them the most elastic in the country. The 
bond-secured notes of the free-banking system, however, tended to be 
inelastic; in time of stringency, few banks would buy more bonds to in- 
crease their note issue. 

Bank-note Issues and the Circulation of Specie. The relatively 
small amount of specie in circulation and its slight use in ordinary business 
transactions previous to 1850 were due largely to the uncertain character 
of so much of the state bank-note issues. Just as in colonial times, wherever 
depreciated notes were found they tended to drive out specie, and there 
were constant complaints of its scarcity. The issue of bank notes of small 
denominations only aggravated the situation. In 1830, there were but three 
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states where notes under $5 did not circulate — in the Carolinas there were 
some for a few cents — and the total of such notes was estimated at $7 
million. The “hard-money” agitation led by Jackson induced a number of 
states to prohibit notes under $5. Following the suspension of specie pay- 
ments in 1837, most of these laws were temporarily suspended, repealed, 
or ignored and, in 1840, outside of Pennsylvania and the South, small 
notes were generally current. Popular oppc)silion prevented much improve- 
ment before 1860. 

The chief difficulties incident to the small supply of specie appeared when 
an increased need for specie arose either for export or following a sharp 
contraction of the note circulation. Previous to 1850 the country’s supply 
of specie was ordinarily so small that even a moderate foreign drain was 
likely to cause trouble. Heavy merchandise imports after 1815 drew off 
much of the specie acquired in the prosperous period before the War of 
1812, led to a premium of 20 per cent on London’s exchenge, jind aggnivated 
the difficulties ending in the panic of 1818; another outflow brought similar 
trouble in 1837. A larger supply of specie would have helped to secure 
greater stability in the money market, in foreign exchange rates, and in the 
circulating medium. 

Other Banking Reforms. Certain reforms of a more general character 
deserve brief notice. The chaotic condition of the note issues was improved 
by laws prohibiting issues by other than incorporated banks which were 
general by 1830, though sometimes disregarded, especially when small 
change became scarce. Even then, the variety of issues was so great that 
counterfeits or issues of spurious banks easily found their way into circula- 
tion. Until after 1860, bankers had to use daily lists of counterfeit and 
spurious notes to protect themselves, and the general public was left 
practically helpless. 

In some states, banks were strengthened by laws requiring the accumula- 
tion of a surplus, though earlier such a policy had been opposed as tending 
to create monopolies. Imposing a double liability on the stockholders be- 
came common in the 1850’s as providing additional security for the cred- 
itors. The reaction against state-owned or -controlled banks after the panic 
of 1837 had a beneficial effect, for some had been ruined because employed 
to bolster up state finances or promote state enterprises. 

Better enforcement of the laws was secured by a fairly general require- 
ment that banks publish annual reports. In the earlier years this was seldom 
enforced, and even when reports were made they might be so meager, vague, 
or infrequent as to be of little value. Far better results were obtained when, 
about 1829, some states began to appoint bank commissioners with powers 
to require reports and make examinations for themselves; yet, even in 
1860, this essential safeguard was relatively undeveloped. 
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Specialization in Banking Institutions. Until the latter part of this 
period, specialized banking institutions were rare so that commercial 
banks — and nearly all the banks at least pretended to this character — were 
constantly called upon to render services for -which they were not the best 
adapted — services which today are generally provided by specialized insti- 
tutions such as savings banks, trust companies, and investment bankers. 
One reason for this was that which always checks specialization — the 
lack in most sections of a sufficiei^ly large volume of business to make 
specialization profitable. Another Reason was the undeveloped state of 
banking practice and a lack of understanding of the principles essential 
for the successful performance of the various functions that banks were 
being called upon to assume. 

Consequently, commercial banks were expected to make loans the pro- 
ceeds of which were put into various forms of fixed capital or other rela- 
tively permanent investments that were not self-liquidating in character. 
Surprisingly enough, though agriculture was the predominant economic 
activity, there was almost no development of institutions particularly fitted 
to provide its needs for long-time loans, so that this task was largely 
assumed by commercial banks or private individuals. The bank’s danger 
from too large a proportion of nonliquid assets was increased by the un- 
developed state of the markets in which such assets could be disposed of 
quickly and without too heavy a loss. Also, unlike today, only a small pro- 
portion of the assets repre^senling such property were in the form of readily 
salable securities for which a well-organized market existed. Though the 
presence of such markets would not have ensured against having to sell 
at a loss, it was likely to lessen the loss and make cash more quickly 
obtainable. 

Among the first specialized banking institutions to appear was the savings 
bank. The Provident Institution for Savings in Boston, chartered in De- 
cember, 1816, was supposedly the first incorporated one in the world. The 
Philadelphia Saving Fund Association started business a month earlier 
but was not incorporated until 1819. By 1820, there were ten savings banks 
in the country but up to 1850, when there were 108, the growth was slow. 
The 1850’s brought a rapid increase; by 1860 there were nearly 300 with 
almost 700,000 depositors and total deposits of about $150 million. 

l^he trust company business was at first very commonly combined with 
that of insurance and the granting of annuities. There the first company 
given authority to execute any and all trusts in its corporate capacity was 
the Farmers’ Fire Insurance and Loan Company chartered in 1822; the 
first company to use the word “trust” in its title was the New York Life 
Insurance and Trust Company, organized in 1830 with the expectation of 
putting its funds chiefly into real-estate mortgages. Several such companies 
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were formed up to 1837, but the movement was then halted until just before 
1860 when a few more, including the first one in the West, were organized. 
Barely half a dozen of the companies of today were in existence before 
1860. After about 1835, these companies began to withdraw from the in 
surance field; most of those organized thereafter did not enter that field. 
Besides handling trusts, these institutions, like the savings banks, helped 
to meet the need for long-time loans, especially loans on real estate. 

The Banking System in General. The banking system in 1860, 
despite many improvements, still fell far short of functioning efficiently. 
Yet banking was a relatively new line of economic activity with rapidly 
expanding functions; the principles of sound banking were none too well 
understood even in Europe, and it took time and experience to train a group 
of capable bankers. It required much more time to educate the people to 
the point where they realized the limits to what banks could accomplish 
or were prepared to demand sound banking methods. Too frequently a 
bank was looked upon as a form of Aladdin’s lamp only needing a little 
rubbing to evoke the jinn in the form of bank notes and make everybody 
prosperous and happy. “To make a bank,” said Niles, “is a great panacea 
for every ill that can befall the people of the United States.” Also, the 
growth of the country was exceedingly rapid and created a great demand 
for lendable funds to be used in every way, which the banks were expected 
to meet. Thus banking methods were in peu’t a product of frontier condi- 
tions where capital was scarce, credit institutions undeveloped, and the 
debtor class large. 

In addition to the defects already noted, the highly decentralized char- 
acter of the whole banking system created added difficulties. The many 
states chartering banks caused confusion, and the lack of uniformity in 
their regulations sometimes intensified the competition among them and 
lowered the standards of banking practice. United action to check an over- 
expansion of credit in a speculative boom or to provide credit in a financial 
panic could not be obtained, thus aggravating the swings of the business 
cycle. 

During their existence, the two United States banks helped to counteract 
the effects of this decentralization and, within a smaller area, the better 
managed large state banks. Some of these state banks, in marked contrast 
with the general record, proved eminently successful; notably those in 
Ohio, Indiana, Missouri, Virginia, and the Carolinas. Their history shows 
the necessity for sound management as well as adequate laws for success 
in banking. A greater development of branch banking might also have 
lessened the decentralization and provided stronger banks in small places, 
but local jealousies and the popular fear of monopolies commonly opposed 
such a system. In the early period, some branch banking was authorized. 
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but the Northeastern states generally came to prohibit this. Except in 
a few states such as North Carolina, Virginia, and Louisiana, or the hybrid 
systems of Ohio and Indiana, branch banking failed to develop. 

Apparently each section of the country had to learn from sad experience 
just how much banks could accomplish and what sound banking involved. 
Up to 1812 , the New England states were passing through this period of 
wild banking; then reforms began to be introduced. The turn of the middle 
states came next, followed by that of the South. The Northwest was 
passing through the same experiences in the latter part of the period, 
though the big state banks in Ohio, Indiana, and Missouri were well 
managed. Every disastrous panic brought a wave of reform and better 
banking laws, though occasionally the reaction against banks was so strong 
as to leave a state without any banks. By 1860 , the slow process of training 
a group of experienced bankers and securing needed control through state 
legislation had done much to lessen some of the worst evils, as far as indi- 
vidual banking practice was concerned. 




Chapter XXV 


FINANCIAL INSTITUTIONS— OTHER 
DEVELOPMENTS 


Panics and the Business Cycle. The recurrent periods of boom, panic, 
and depression which swept over the country have been frequently men- 
tioned. This business cycle in the widening scope and growing intensity of 
its reactions was comparatively new. In colonial times, certain sections had 
occasionally suffered from a depression, due ordinarily to the low price of 
some important staple, as in the case of the tobacco-growing region. Often 
war, by deranging the usual economic life, brought a similar reaction, 
usually more widespread in effect, as after the Seven Years’ War. Although 
similar causes were operative in the period under review, it is clear that 
other factors must have entered in to bring about the cyclical movements 
and the intense nation-wide reactions that characterized this phenomenon 
in the nineteenth century. Some explanation of these factors is therefore 
necessary. 

It must be admitted that the phenomenon of the business cycle is none 
too well understood even today, and there are widely varying theories as 
to its chief causes. Still it is possible to point out certain developments in 
the economic order which most would agree have played some part in the 
rise of this disturbing phenomenon. Probably first place should be given 
to the developments in the field of monetary and banking institutions 
which were described in the preceding chapter. The use of money and credit 
was rapidly increasing in importance; hence anything that seriously affected 
the soundness and stability of these instruments wrought all the greater 
disturbance. Proper control of them — an extremely delicate and compli- 
cated problem — has not even yet been attained and the abuses that arose 
greatly contributed to the maladjustments that created the business cycle. 

Another cause arose from those changes in the organization of industrial 
society that made it more difficult to adjust supply and demand at a profit- 
able price level. In a frontier household economy, no such problem exists; 
only what the family wants is produced. In a local economy, the problem 
is relatively simple; needs are fairly easy to determine and many goods are 
made only to order. But when markets widen and become national or 
international in extent and the number of those producing for the market 
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is much larger, this problem of adjustment is far more difficult. This 
widening of the market also leads to greater specialization and division of 
labor which involve greater interdependence among various lines of busi- 
ness. Thus the problems of business management become more compli- 
cated and control more complex; a depression in one line of business spreads 
out in a widening circle of reactions on other lines until the whole country 
and even foreign countries become involved. 

Another difficulty in adjusting supply and demand arose from the 
changes in technological methods of production, the introduction of the 
factory system, and the spread of modern capitalistic industry. One result 
was to lengthen the period required in the process of production. When we 
make machines to make machines to make still other machines and so 
on to get ready to produce a commodity, it involves long planning ahead 
and so greater risks. A second result follows from the intTeased use of fixed 
and highly specialized capital. Such capital goods cannot be easily diverted 
to other lines of production to meet variations in the demand. Also the 
overhead cost representing interest on the capital so invested becomes a 
large item, and the effort to cover it and reduce unit costs by increasing 
output often leads to overproduction and cutthroat competition involving 
heavy losses. 

In addition to these characteristics of modern capitalistic industry com- 
mon to any country, there were certain features in the economic life of the 
United States that tended to accentuate the cyclical swings of business. 
Most important was the unprecedentedly rapid pace of the country’s 
development. This tended to create a spirit of unlimited optimism and 
speculation. The demand for lendable funds thus arising aggravated the 
serious abuses in banking methods previously described. Another feature 
was the predominant position of agriculture in the nation’s economy. The 
marked fluctuations in the crops and the market price of a few great farm 
staples was a seriously disturbing factor in general business conditions. 
Finally, there was the undeveloped state of the knowledge of economics, 
all the more serious in a democracy, and of business methods. Adequate 
statistical data as to business conditions were almost totally lacking; cost 
accounting scarcely existed and often even the simplest accounting was 
ignored. Fallacious economic notions were widely held. Though other 
factors affecting the business cycle might be listed, these at least suggest 
some of the most important. 

The Panic of 1819. The panic of 1819 was in part a product of the 
inevitable postwar readjustment; in part it was due to speculative activities 
engendered after the return of peace. The prices of imported goods, which 
had experienced much the most rapid rise up to 1815 (see the chart on 
page 221), dropped precipitately with the great influx of foreign goods on 
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the return of peace, thus spreading ruin among many of the infant manu- 
facturing concerns. On the other hand, the prices of the great farm staples 
were sustained at a level around the 1814 peak until 1818 and then, when 
the European demand was sharply reduced, quickly dropped. These sus- 
tained high prices stimulated speculation in land, especially among the 
throng that surged to the West. In 1818, the sale of public lands rose to 
nearly 3.5 million acres, far exceeding any previous figure. 

Though the pressure to resume specie payments in 1817 forced some con- 
traction, chiefly in the East, the first serious trouble appeared in the 
middle of 1818 when the United States Bank was in difficulties. There fol- 



Fig. 26. Index numbers of wholesale prices, 1820-1860. (Bas(*d on the Warren and 
Pearson index. 1910-1914 = 100.) 

lowed the decline in the European demand for foodstuffs and cotton, and 
prices quickly fell. The gathering storm broke in 1819. Within a few months 
cotton fell from 32 to 15 cents a pound, wheat from $2 to $1.05 a bushel, 
com from 90 to 51 cents a bushel. The decline continued in 1820 until the 
general price level had finally returned to that prevailing before the out- 
break of the European wars in 1793. Thus the abnormally high level of 
prices, engendered by war and maintained for a period the length of which 
is unequaled in the nation’s history, came to an abrupt end. 

The most acute distrass was felt in the Middle Atlantic states and in the 
Ohio Valley, though the cotton belt was also hard hit. New England, at 
least the agricultural section, fared somewhat better. Banks suspended, 
commercial paper paid 3 per cent a month, rents in some cities were almost 
cut in half, and in many sections farm land suffered a still more drastic 
decline in value. Never before had there been such widespread unemploy- 
ment, one observer estimating the total at 500,000. In New York City 
in 1820 a tenth of the people was said to be receiving poor relief, and for 
the first time the country was forced to consider the serious problem of 
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urban pauperism. Attempts to enforce the severe laws against debtors 
filled the prisons to overflowing. 

As always at such times, a widespread demand for relief arose, and varied 
measures to provide this were advocated. The most extreme appeared in 
the West where the collapse of the land boom and drop in prices left the 
large debtor class, including those who had bought government land on the 
installment basis, facing ruin. To protect debtors, stay and replevin laws 
were passed and the statutes governing imprisonment for debt modified. 
When a Kentucky court declared one of these laws unconstitutional, the 
legislature abolished the court and created a new one. In the debt-ridden 
frontier communities, the legal rights of creditors received scant considera- 
tion at such times. Another device was to create new banks to issue notes 
to make loans to debtors. Kentucky, Illinois, and Tennessee adopted this 
plan, and Missouri created a loan office for the same purpose. This helped 
the debtors, but as the notes soon depreciated, the creditors and the public 
suffered. 

The depression lasted longer in the West than elsewhere, but by 1823 
more normal conditions prevailed, and there followed a decade with only 
moderate fluctuations in business, though a declining price level clouded 
the outlook and there was some financial pressure in 1825, 1828, and 1831. 

The boom in business and speculative activity that culminated in the 
panic of 1837 began about 1833. The outstanding feature was the wild 
speculation in Western land which was carried to a point unequaled in the 
country’s history. The sharp rise in the price of cotton increased the price 
of slaves and the cotton lands of the Southwest, and the advance in the 
prices of grain and livestock had a similar effect in the Northwest. Urban 
sites shared in the rise, notably in the newer communities like Chicago, 
but New York also had a great real-estate boom. In 1836, the sale of public 
lands reached much the highest figure on record (see the chart on page 252). 
Various factors contributed to this speculative land boom such as the great 
activity in canal and railroad building, the rapid increase in banks and 
bank notes after 1832, and the shift of government deposits to Western 
banks, facilitating their expansion, as the United States Bank neared its 
end. Another stimulus came from the inflow of both specie and foreign 
capital in unusual amounts. When the bubble finally burst in 1837, it pro- 
duced one of the four most severe and prolonged crises in the country’s 
history, the others occurring in 1873, 1893, and 1929. 

The Panic of 1837. Among the immediate factors that precipitated the 
crash the most important was Jackson’s Specie Circular of July, 1836, 
which, with minor exceptions, forbade the acceptance thereafter of any- 
thing but specie in payment for public lands and so ended the speculation 
carried on by aid of inflated bank-note issues. In the fall, trouble developed 
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in England, due partly to the previous drain of specie to the United States: 
three concerns with overextended credits in this country became financially 
involved and had to contract. Cotton began to fall in price, and American 
planters and brokers were unable to meet payments coming due. Domestic 
crop failures in 1835, 1837, and 1838 similarly affected other farm groups 
and necessitated imports of wheat. The distribution of the government 
surplus to the states starting in 1837 involved the shift of considerable 
deposits from the Western banks to the East and forced the former to 
contract their loans. 

The panic broke in May, 1837, when the banks in New York were forced 
to suspend, followed by most of those in the rest of the country. In the 
ensuing reaction, New England suffered the least; Pennsylvania and the 
Southern and Western states the most. In New York and much of New 
England, the banks adopted a policy of severe contraction and favored 
the early resumption of specie payments, but elsewhere a policy of delay, 
extension of credits, and relief measures was advocated. By the early part 
of 1839, specie payments had been generally resumed, but another reaction 
soon set in. 

In October, 1839, the United States Bank of Pennsylvania, involved in a 
vain speculative effort to keep up the price of cotton, suspended and in 1841 
failed disastrously. Philadelphia banks followed suit, and most of those in 
the South and West that had previously been able to resume. Thereafter 
it was simply a question of giving the process of liquidation full time to 
run its course. Prices rapidly dropped and by 1 843 reached one of the two 
lowest levels in the century; in New York City, rents had fallen 30 to 50 
per cent by 1840, in Mississippi, land and slaves lost half their value. Banks 
failed by the hundred, and unemployment spread through the industrial 
centers. The usual crop of relief laws followed, chiefly in the states from 
Pennsylvania to the south and west. Many states suspended interest pay- 
ments on their recent excessive bond issues, and some fell back on repudia- 
tion. 

By 1842, the process of liquidation had fairly run its course, and the 
country was in the midst of the dull period of depression. People were 
much the sadder and somewhat the wiser for their disastrous experiments 
with speculation, hastily undertaken internal improvements, and reckless 
banking. The reaction led many states to adopt constitutional prohibitions 
against the use of state credit for internal improvements or banks and to 
make numerous reforms in their banking laws. The losses of government 
funds in the state banks led Congress in 1840 to create the Independent 
Treasury as a depository for such funds. The Whigs repealed the law in 
1841, but in 1846, when the Democrats returned to power, a similar law 
was passed. In the Independent Treasury, the funds were at least safe and 
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subject to more certain control than when kept in the state banks, though 
subsequently there were times when government receipts considerably 
exceeded expenditures and money piled up in the Treasury, causing serious 
disturbances in the money market. 

Starting about 1845, business conditions began to improve. The Irish 
famine followed by the repeal of the English corn laws hastened the rise 
in the price of foodstufls and cotton also advanced. Economic and political 
disturbances abroad produced only a brief setback in 1847-1848. There 
then followed nearly a decade of great prosperity, sometimes referred to 
as the “Golden Age.” The marked stimulus from the Hood of California 
gold was supplemented by another period of rapid growth of banks and 
expansion in bank credit. With the sharp rise in prices after 1852, agri- 
culture, manufacturing, and trade flourished. A new speculative boom in 
land developed in the West and the Southwest, though less extreme than 
that of the 1830’s. A European crop failure in 1853 and the Crimean War, 
1854-1856, increased the demand for foodstuffs and shipping. As cotton 
rose, the price of slaves advanced to the highest point in our history. 
Railroad construction reached an unprecedented volume, especially in the 
North Central states where it hastened the advance in land values. Over 
$800 million was invested in this construction, not a little coming from 
abroad as foreign capital, with renewed faith, again flowed in. 

The Panic of 1857. Signs of coming trouble first appeared in 1854 when 
there was a brief panic on the New York Stock Exchange, a tight money 
market, and numerous failures, especially in the Ohio Valley region. The 
check was only temporary, and the boom continued until the summer of 
1857. The panic that then occurred was very acute while it lasted, but its 
effects were felt most in financial circles rather than in industry in general. 
A financial stringency in Europe combined with abnormal imports aug- 
mented by a sugar-crop failure increased the outflow of specie at a time 
when country banks were withdrawing deposits from New York. Efforts 
to get New York banks to cooperate and extend their loans failed, and in 
the struggle of each bank to save itself a sharp contraction resulted. Trouble 
started in August with the failure of the Ohio Life-Insurance and Trust 
Company, which was really engaged in banking and heavily involved in 
the railroads. Failures rapidly multiplied; money was scarcely to be had 
on any terms; in October, all the New York banks but one agreed to suspend 
specie payments, their action being at once followed by most of the banks 
in the rest of the country with the notable exception of those in New 
Orleans. This action made possible a somewhat more orderly liquidation. 

One of the chief causes of trouble was the great investment in new rail- 
roads, particularly in regions where it would take time to develop traffic 
enough to yield a fair return. The excessive use of bonds rather than slock 
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in financing the roads, which became common at this time, put many in a 
precarious position; railroad securities dropped, and banks having such 
holdings were forced to contract. In the autumn within a month some 
fourteen railroads proved unable to meet their obligations. The Western 
land speculation collapsed, railroad construction halted, imports declined, 
and much unemployment resulted. The cotton belt suffered less than other 
sections, as short crops kept up the price of its staple, and in the Ohio 
Valley the difficulties were probably no worse than in 1854. Being primarily 
a financial crisis, once the panicky stage had passed, the skies cleared and 
recovery was fairly rapid. Between November, 1857, and February, 1858, 
most banks in the Northeast had resumed specie payments, and within a 
few months resumption was general. Business quickly picked up and, until 
war seemed imminent, remained fairly prosperous. 

The Rise of the Stock Exchange. Among the financial institutions 
that first became important during this period was the stock exchange. Its 
rise was due to the rapidly growing volume of bonds issued by various 
governmental units or of stocks and bonds issued by business concerns 
that adopted the corporate form of organization, and to the need for a 
highly organized market where securities could be bought and sold. 

Apparently the first attempt at any organization among security dealers 
was in New York in 1792 when a group accustomed to gathering in Wall 
Street agreed upon a fixed commission charge. In 1800, the American Stock 
Exchange was organized in Philadelphia, then the financial center of the 
country, and in 1817 the New York Stock and Exchange Board was formed. 
At first, trading was chiefly in government bonds and the stocks of banks 
and insurance companies, the first railroad stock being listed in 1880. By 
this time New York was rapidly forging ahead of Philadelphia as the 
financial center of the country, and its stock exchange quickly assumed the 
preeminent position that it has held ever since. Boston then had the only 
other considerable security market and organized a Brokers’ Board in 1834. 
The speculative activities of the 1830’s brought a marked increase in the 
stock-exchange business, and the newspapers began to give it more atten- 
tion. From that decade on, the dealings in railroad securities rapidly in- 
creased and by the 1850’s they predominated in the trade on the exchanges. 
National, state, and local bonds were next in importance, and there was a 
growing trade in the stock of banks, insurance companies, gas and coal 
companies. In Boston, stocks of textile corporations and, in the 1850’s, of 
copper-mining companies were also prominent. Even though attended by 
the evils of manipulation and gambling, the stock exchange provided for 
securities the advantages accruing from any highly organized market. 

The Development of Insurance. Another important development 
during this period was in the field of insurance, notably the rise of fire and 
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life insurance. Marine insurance — practically the only form of insurance 
available in colonial times — now passed largely into the hands of companies, 
and in the early years some of these began to provide insurance against 
fire. Up to the great New York fire in 1835, most of the fire companies 
organized were local in character. The danger of so concentrating their 
risks in one place was shown by the failure of most of the New York com- 
panies at that time, and the following years brought many reforms. The 
expansion of the territory covered, furthered by the general adoption of the 
agency system, scattered the risks and, by increasing the volume of risks 
carried, lessened the likelihood of overwhelming losses in any year by giving 
a broader basis for the play of the law of averages. The unsound financial 
management of many companies led to laws providing for state control 
and the creation ()f state insurance commissioners or departments. There 
was also a movement to lessen fire risks and losses. In a few cities, paid fire 
departments replaced the old volunteer companies, and insistence on pre- 
cautions to prevent fires became more general. 

Insurance companies were organized either as stock companies where the 
profits went to the stockholders or as mutual companies where any profits 
were returned in one form or another to the policyholders and thus reduced 
the cost of their insurance. At this period there was a marked growth in 
popular favor of the mutual plan. Some mutuals confined their business 
to one class of risks. Farmers’ mutuals appeared about 1820; by 1850 there 
were over 100, mostly in the Northeast and doing a small local business. 
The first factory mutual was formed in 1835; half a dozen more were 
organized by I860. Their risks were confined chiefly to tc^xtile mills and, by 
insisting on fire-preventive measures, they substantially cut insurance 
costs. The absolute necessity of property insurance to provide a basis for 
credit, security, and stability for business enterprise, as well as to protect 
individuals against loss of home and property, is so generally accejited 
today that one wonders how people got along before it was available. That 
it was widely welcomed is clear for, by 1860, about $3 billion of fire and 
marine insurance was estimated as in force. 

A recognition of the desirability of life insurance developed far more 
slowly. Since the immediate advantages inured chiefly to the family — life 
insurance to protect a business not being thought of — the provision of this 
safeguard was left to the decision of each individual. In 1800, there was 
practically no regular life insurance in force. A few people held annuities; 
occasionally people got insurance for a sea trip; one company, the only 
business corporation to do so before 1800, may have written half a dozen 
life policies. A little more interest developed up to 1830, though short-term 
insurance or annuities were most in favor. Underwriting by private indi- 
viduals was abandoned during this time, but most companies offering life 
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insurance or annuities were engaged chiefly in some other form of insurance 
or in the trust company business and did little to push the sale of life policies. 

The 1830’s witnessed a growing interest and activity in this field, but it 
was not until 1843, when revolutionary changes were introduced, that the 
rapid expansion of the life-insurance business started. Among the changes 
then inaugurated was the divorce of the life companies from other forms of 
insurance or the trust-company business, the new companies then formed, 
including some of the leaders of today, being exclusively life companies. 
Companies organized on the mutual or participating basis soon far sur- 
passed the stock companies in importance, and the agency system was 
adopted to push sales aggressively. Insurance for life instead of for a short 
term or an annuity became customary, soon constituting most of the busi- 
ness; and progress in actuarial science put insurance on a sounder financial 
basis. The Census of 1860 estimated that there were then forty -seven 
life-insurance companies with policies on 60,000 lives for a total of $180 
million. Though probably an underestimate, it is clear that even then 
life insurance was just beginning to win popular support; its ad^antages in 
promoting savings and in distributing more evenly the financial burdens 
resulting from death were still but slightly appreciated. 

Capital and Its Accumulation. With the growth of roads, (lanals, and 
railroads, the increased use of machinery in production, the rise of factories, 
and the expansion of trade, capital was steadily becoming a more important 
and essential factor of production. A rapid increase in the supply was 
therefore necessary, not only to further the country’s development but also 
to enable the people to supply their wants more economically. This was 
the more desirable since capital continued to be scarcer and interest rates 
higher than in the countries of western Europe. This disparity, however, 
was less marked than in colonial times, and the factors contributing to the 
improvement need explanation. 

The accumulation of capital within a country, as previously noted, 
depends upon (1) the amount of the annual output of wealth that can be 
saved and (2) the portion of this savable fund that is actually saved as 
determined by the effective desire of accumulation. Though accurate data 
are lacking, the annual output of wealth undoubtedly increased more 
rapidly than the population during this period and thus the savable fund 
grew. This was due to all the developments in science and the economic 
order that tended lo increased efficiency in production. Yet not all of the 
larger savable fund was saved; there was an increased per capita outlay for 
consumers’ goods; the actual standard of living of most people rose. Despite 
this greater deduction from ‘the savable fund, a larger amount was actually 
saved. This was due to a desire to save more as well as to the l8u*ger savable 
fund. 
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The wish to save more was a product of many factors only a few of which 
can be noted. The spread of education increased people’s foresight and 
their determination to safeguard their future by provision against a rainy 
day. Also it increased their wants and led to saving so that in the future 
they or their children might enjoy a higher standard of living. The main- 
tenance of peace and order and the greater safeguarding of property rights, 
by increasing the assurance that those who saved would enjoy the fruit of 
their abstinence, stimulated thrift. The absence of any serious and pro- 
longed war added to the sense of security and minimized the waste of wealth 
that war involves. In time of peace, the insignificant outlay for defense 
aroused the envy of Europeans with their heavy burden of armament and 
military service. Finally, the development of financial institutions such as 
savings banks, trust companies, and insurance, gave an impetus to saving, 
not only by providing places of safekeeping, but by paying interest on the 
funds saved and helping to direct investments into lines where they would 
be more secure and profitable. 

In addition to the domestic savings, the supply of capital was increased 
by the funds brought by immigrants — partly offset by their remittances 
home — and by the inflow of foreign capital to take advantage of the high 
rate of return obtainable*. As the credit of the nation and of the states im- 
proved and the great future of the country became assured, foreign invest- 
ments rapidly increased, to say nothing of the short-term mercantile or 
banking credits secured from abroad. At first, much of this capital was 
invested in land, government bonds, or stock of the two United States 
Banks; some went into canals and manufacturing enterprises. In the 1820’s 
foreign banking houses began to establish branches or agents here and 
American private bankers secured better financial connections abroad, thus 
facilitating international transactions. In the earlier 1830’s, many of the 
new state bond issues were sold abroad and a little later some of the new 
railroad securities. The collapse after 1837 stopped this and led to with- 
drawals, but confidence soon returned and the 1850’s witnessed a heavy 
inflow much of which went into railroads. The permanent foreign invest- 
ments, estimated at nearly $200 million in 1850, had about doubled by 
1860. Most of this capital came from Great Britain; France and thrifty 
Holland were the two other chief sources. 

The total national wealth of the country in 1790 has been roughly esti- 
mated at $552 million or $171 per capita for the free population. Of this 
total nearly two-thirds represented buildings and real estate, and most of 
the remainder was about equally divided between slaves and personal 
property. By 1860, the estimated national wealth subject to taxation had 
risen to over $16 billion or $590 per capita for the free population. This 
increase, even after allowing for the higher price level of 1860, meant an 
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enormous growth in the economic resources of the nation and a marked 
advance in the material well-being of the people. Doubtless the greater 
portion represented a growth in dwelling houses and land values, and only 
a part of the latter could be attributed to capital spent in improving the 
land itself. Yet a substantial proportion must have represented an increase 
in capital goods taking the form of internal improvements, factories, ma- 
chinery, shipping, stores, office buildings, etc., made possible by the net 
savings which each generation added to those inherited from the preceding 
generation to increase the productive power of that which followed. 

The Mobility and Distribution of Capital. In addition to the gain 
secured by the greater supply of capital, there were gains (1) from the 
improved quality of the capital goods and (2) from the greater mobility of 
capital. The former was the product of all the technological progress which 
led to the introduction of better tools, machines, equipment, factories, etc., 
tending to make these capital goods more efficient. The greater mobility 
of capital was largely a product of the development of financial institutions 
previously noted, but the improved means of communication also aided. 
Though lendable capital is the most mobile of the four factors of produc- 
tion, even it does not move with perfect freedom. The developments in 
banking, insurance, stock exchanges, corporation law, and protection of 
property rights during this period all increased the mobility of capital; in 
this country they facilitated the flow of capital from the wealthy Northeast 
to the South and the West, as well as stimulating the inflow from abroad. 
This added mobility increased the likelihood that capital would be diverted 
to the places and the industries where it would prove most productive and 
so augment the efficiency of the national economy. 

Usury laws fixing the maximum legal rates of interest existed in most 
states and might have lessened the mobility of capital, but they had little 
effect. Though justifiable if intelligently drawn up to protect the ignorant 
and poor who borrow chiefly for consumption needs, such attempts to 
fix the price of capital borrowed for investment purposes are fairly certain 
to fail; for if the market rate of interest is above the legal limit, either the 
law will be evaded or, if actually enforced, capital is so mobile it will go 
elsewhere and so increase its scarcity in the enforcing state. Somewhat more 
influential were various state laws designed to keep local funds at home 
by discriminating against loans outside the state. 

Along with the general increase in wealth and capital, private fortunes 
grew in size; millionaires, apparently unknown before 1775, became com- 
mon €md multimillionaires arose, the $20 million estate left by John Jacob 
Astor in 1848 being the largest known before 1860. In colonial days, land 
and trade had been the chief sources of large fortunes. During this period, 
the rise of urban real estate values became a more important factor while 
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foreign trade declined in relative importance. New sources of large fortunes 
appeared with the growth of manufacturing, mining, railroads, banking, 
and security speculation. Such fortunes further increased the disparity 
between the very rich and the poor. This growth of private wealth tended 
to give its possessors greater influence in the economic and social life of the 
time; in political life, it was somewhat offset by the spread of democracy. 




Chapter XXVI 

THE STATE AND THE ECONOMIC ORDER 


Introduction. In the interaction between the economic life and the 
political institutions of the country during this period, two factors played a 
predominant part. One was the steadily growing demand for a more truly 
democratic and representative government. The ideals underlying the 
revolutionary movement had by no means been carried out to their logical 
conclusions in the political institutions that were aftiTward set up, for th(^ 
Constitution reflected a fear of the masses; the same was true of the state 
governments, though they represented an advance over those of colonial 
times. History reflects an agelong struggle of man to attain the ideals of 
democracy, and the whole social environment in the tinited Stales during 
this period, just as in colonial times, tended to ac(;entuate this demand. The 
results were reflected in a marked broadening of the franchise and in the 
various changes designed to give the people a more immediate and direct 
control in the affairs of the state. 

The second factor was the rapid economic’, development of the country 
and the marked changes in the organization of industrial society. The slate 
performs so numerous and such important functions in the economic life 
of a people that the inte^raction between political and economic institutions 
is very close, and basic changes in either generally necessitate changes in 
the other so as to secure the proper coordination between the two. During 
most periods in American history, the changes in the economic order have 
been taking place more rapidly than those in political institutions and 
legislation; the former have set the pace, and the latter have tended to lag 
behind. In this period such changes as followed the opening up of the West, 
the introduction of railroads, the rise of the factory system, the spread of 
banking, the increase of the laboring class, the growth of cities, and the 
development of a national economy created new problems and necessitated 
^uch legislation and alteration in government so as to enable the state to 
function more successfully in promoting the economic development and 
the general welfare of the nation. 

As the state was called upon to assume greater activities, both in the 
form of regulation and in that of providing goods and services deemed 
important for the promotion of the general welfare, the cost of government 
rose and the problem of securing the needed revenue became more serious. 
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The Broadening of Suffrage Rights. The outstanding result of the 
demand of the people for more complete control in government was the 
rapid broadening of the suffrage rights, chiefly through the practical elimi- 
nation of all qualifications based upon wealth either in the form of owner- 
ship of property or in the payment of taxes, which were the only important 
limitations left on white male suffrage following the elimination of religious 
restrictions after the Revolution. The struggle to abolish the restrictions 
based on wealth was confined largely to the original thirteen states, for the 
democratizing influence of the West and the spirit of the times were such 
that only four of the states later admitted to the Union v.ame in with such 
limitations in their constitutions. 

Typically, the first step, seen even before 1775, was to accept ownership 
of personal property, which was rapidly growing in importance, as an alter- 
native for ownership of real property. Next came a reduction in the amount, 
of property that had to be owned, or the acceptance of the payment of 
taxes, either as an alternative to property ownership or as the only require- 
ment. Finally, the requirement was abolished altogether. After 1821, 
property ownership remained a requirement in but five states; it disap- 
peared entirely in 1856. The tax-paying requirement remained in but five 
stales after 1851, but it amounted to little more than a nominal registration 
fee. Thus during this period, another step was taken toward the attainment 
of the ideals that underlay the Revolution. 

The elimination of these restrictions, however, helped to raise the issue 
of new limitations, the franchise rights of the free Negro and the alien 
being the chief points of controversy. Despite the abolition of slavery in 
the North, there were but six states, New York and five in New England, 
where the Negro was not excluded from the ballot box in 1860. The great 
influx of immigrants, so many of whom settled in the cities where they were 
used by the political rings to control local politics, as in the case of Tammany^ 
Hall, gave rise to the question of the alien vote which was the chief suffrage 
controversy between 1815 and 1860. The opposition to aliens centered in 
the Northeast and led to the rise of the Native American or Know-Nothing 
party which attained its greatest strength in the 1850’s. The South, believ- 
ing that aliens were hostile to slavery, generally opposed granting them the 
ballot. In the Northwest, however, where they sought to attract immi- 
grants, aliens were more commonly granted franchise rights, often after 
only 6 months’ residence. Though the agitation for woman’s rights led to a 
demand for woman’s suffrage following the first woman’s convention in 
1848, it secured too little support to yield any results. The extension of the 
ballot to practically all white male citizens enabled this group to protect 
its economic or other interests, as far as the free exercise of the right to 
vote permitted, and had far-reaching reactions on economic legislation. 
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The Developments in State Government. The most significant trend 
in state government at this time was that to give the people a more direct 
control of affairs. This became most marked after about 1830 under the 
stimulus of Jacksonian democracy and the organization of new states in 
the West. Amendment of state constitutions was made easier, and frequent 
constitutional conventions made possible more sweeping changes; the 
practice of submitting both amendments and new constitutions to the 
people for final approval became customary. Property and religious quali- 
fications for office holding disappeared along with those for suffrage, and 
more and more state officials and judges were chosen by popular vote 
instead of by appointment. A bicameral legislature, usually meeting every 
2 years, became customary, and efforts were made to adjust representation 
in accordance with population changes. But the power of the legislature 
was increasingly limited by the new constitutions and by giving the 
popularly elected governor the veto power, including the right 1o veto 
specific items in appropriation bills. The legislatures also lost the choice of 
Federal representatives and presidential electors, which was granted to 
the people. Just as in the case of the extension of suffrage rights, this process 
of democratization went on more slowly in the older seaboard states, where 
vested interests and mere inertia stood in the way, than in the newer states 
to the west where the traditions established under the Ordinance of 1787 
combined with the frontier environment left such a strong impress upon 
political institutions. 

The changing economic life of the time was reflected in the state govern- 
ments, partly in the form of provisions for the assumption of new activities 
by the states in providing for various wants, and partly in regulatory 
measures designed to curb different evils that had appeared. Most of these 
have previously been noted and need be summarized here only as indicating 
the general trend of development. 

Where the state attempted to provide for certain wants, it was usually 
either because the need was one which it was believed the state rather than 
private enterprise ought to supply, or else because the want was so urgent 
and the outlay so large or the risks so great that sufficient private capital 
was not likely to be forthcoming. The former reason was responsible for 
but few activities outside of those almost invariably performed by the 
state, such as the maintenance of courts and the provision for a militia. 
The latter reason chiefly explains the state internal improvements, the use 
of state credit to aid railroads, and the creation of state-owned banks. 

However, the state did require its subordinate political units to provide 
for certain needs and occasionally, on a limited scale, undertook such pro- 
vision itself. The provision for education was the most important develop- 
ment of this type; road building was another; care for the poor, criminals, 
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and insane may be included here. More significant as far as stale action is 
concerned were the regulatory measures designed to meet the problems 
arising from economic changes such as the laws dealing with banking, 
insurance, railroads, labor, and corporations. • 

The Development of Local Government. In local as well as in state 
government, an increasing number of important county, town, and city 
officials were made elective, this being the chief change in the older states. 
In the new states, the forms of local government ad(3pted closely followed 
those prevalent in the states of the same latitude to the east, partly because 
they were settled chiefly by people from those slates, partly because eco- 
nomic conditions were more nearly similar. 

Thus in the Southwest, with a widely dispersed agricultural population, 
the county was the dominant unit of local government as it had been in 
the old South. In the Northwest, where agriculture predominated but 
villages and towns were frequent, the system adopted more closely resem- 
bled that of the Middle Atlantic states where the functions of local govern- 
ment were more evenly divided between the county and the township, 
though the county was generally more important and the town never so 
predominant as in New England. Throughout the country, when a con- 
siderable population had become concentrated in one place, the need for 
government of a comprehensive type was provided by the incorporation of 
towns or cities. 

The activities of these local governments, both positive and regulatory, 
were much the same as in earlier times, the most important including the 
levying and collecting of taxes, the maintenance of law and order, the 
administration of justice in the local courts, the construction and upkeep 
of roads, the care of the poor, and the holding of elections. During this 
period, there was generally added the maintenance of public schools, often 
placed under a special political unit known as the “school district.” On 
the other hand, with the separation of church and state, the support of the 
church ceased to be a governmental function. Many of the detailed regula- 
tory activities of the New England Puritan type were abandoned, and few 
were ever adopted in the more liberal and cosmopolitan West. Large towns 
and cities, as they grew and became incorporated, began to assume the more 
numerous functions of the modern municipality, which increased as the size 
of the place either made them necessary or rendered their support less bur- 
densome for each individual. Among these activities were lighting, waste 
disposal and sewerage, the preservation of public health, fire protection, 
water supply, and maintenance of parks. Outside of the fields where 
municipal action became absolutely necessary, such as public health, the 
community was apt to remain content with relying on private initiative 
and philanthropy to provide many of these services. The general desire 
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for the greatest freedom of action tended to favor the laissez-faire policy 
almost everywhere; yet the force of changing conditions creating new 
problems, somewhat augmented by the rising spirit of democracy and 
humanitarianism, was compelling the government to assume greater activi- 
ties, though chiefly in the flelds under state and local control. 

State Finance. Until after 1820, the activities of the states were so 
limited that their expenses, except in time of war, were kept at a low level, 
generally between $100,000 and $200,000 a year. As their revenue was 
ordinarily sufficient to cover their outlay, practically all states outside of 
New York had little or no debt. Then the states began to sell bonds to 
finance internal improvements and banks, some $26 million being put out 
in the 1820’s, chiefly for canal construction. In the speculative era that 
followed, this policy ran riot and by the close of 1836 nearly $150 million 
more of state bonds had been issued. In 1838 out of a total of $172 mil- 
lion outstanding, $60 million had been put out to finance canals, $54 iriillion 
for banks, and $42 million for railroads, chiefly in the trans-Allegheny 
region. 

When most of these enterprises failed after 1837, instead of yielding a 
revenue that would enable the states to reduce taxes, as had been hoped, 
many of the issuing states found themselves in a desperate financial plight. 
In most of these, interest payments were suspended or made in script; 
Mississippi, Florida, and Michigan fell back on repudiation of some of their 
issues. The Eastern states resorted to increased taxes, but such a policy 
was violently opposed in the West. In some states, new loans were obtained, 
though only under onerous terms, and by 1841 the total of outstanding 
state bonds was around $200 million. An effort was then made to get the 
Federal government to assume the state debts, but it failed. 

By 1850, the worst of the states’ financial difficulties had passed, and the 
lessons learned were yielding some reforms. Whereas no state had had 
constitutional limits on its debt before 1840, nineteen states adopted some 
form of limitation within the next 15 years, and eleven prohibited the state 
from lending its credit to, or becoming a stockholder in, these state enter- 
prises. Gradually the states disposed of many of the undertakings in which 
they had become financially interested, often at a heavy loss. Yet previous 
experience did not prevent many Southern and Western states from endors- 
ing railroad bonds or issuing their own bonds to aid railroads during the 
boom years in the 1850’s. The total of state debts, estimated at $192 
million in 1853, had risen to around $257 million in 1860. 

For revenue, most states depended chiefly on the general property tax, 
especially those in the South and the West. As corporations rose in im- 
portance, the states began to impose special taxes on the different classes. 
Banks were first singled out for this purpose and later, in some states, 
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insurance companies; but unless we add the special provisions for taxing 
railroads (sometimes inserted in their charters) these were the only impor- 
tant groups of corporations so taxed before 1860. The property of other 
corporations, being mostly in tangible form,' was subject to the general 
property tax. 

A variety of minor forms of taxation or fees were employed by one state 
or another at different periods. There was also some state-owned property 
that yielded a revenue in addition to such as was obtained from the state 
investments in banks and internal improvements, the most important 
being that from the sale of state lands during the earlier portion of the 
period. Finally, there were the grants received from the Federal govern- 
ment, described elsewhere. Outside of the debt burden resulting from state 
enterprises, state expenses were small and were ordinarily covered by 
revenue. In 1839, ten of the states — only one of them west of the Appa- 
lachians — had little or no debt, and by 1860 the number had slightly 
increased. It was the desire to hasten developnjent by state enterprises 
that was responsible for most of the difficulties in state finance during this 
period; New England, where Massachusetts alone indulged in the practice, 
but very moderately, was the only section to escape these troubles. 

Local and Munioijml Finance. Though no comprehensive data on 
local finance are available for this period, the activities of the local units 
of government were so miK'.h more extensive than those of the states that 
their total expenditures must have lieen considerably greater. Certainly 
this would be true outside of the states extensively involved in banking 
and internal improvements. The chief items of expenditure among the 
towns, villages, and counties were those for streets, roads, bridges, schools, 
the maintenance of peace and order, support of the poor, public buildings, 
courts and jails, elections, and general administration. 

Nearly everywhere the main source of local revenue was the general 
property tax, commonly made up of specific levies for the town, the school 
district, the county, and the state. 'Fhe total levy of general property taxes 
for the whole country in 1860 has been estimated at $94 million, most of 
which went to the local political units. Other sources of revenue varied 
considerably and were seldom very important, the largest sums probably 
being obtained from the different license charges and fees. Taxes were 
generally adjusted to meet the ordinary expenses, but unusual and heavy 
outlays for such things as public buildings and bridges, were commonly 
met by borrowing on a bond issue. Sometimes towns and counties, like the 
states, sought to aid various enterprises, chiefly railroads, and sold their 
bonds for this purpose. 

In the larger cities, the more numerous and extensive activities made the 
problems of finance assume larger pro|)ortions. Expenditures for streets, 
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sewers, water works, public health, schools, police, lighting, various public 
institutions, and interest on the debt mounted rapidly. In New York the 
total expenditures including interest were nearly $8.5 million in 1860 or 
$10.62 per capita, the latter figure being over three times that for 1830. In 
Boston city expenditures in 1860 were about $3.5 million and in Baltimore 
nearly as much. By that date New York had piled up a debt of $23 million, 
while the debts of Philadelphia, New Orleans, and Boston fell between that 
and $8.5 million. In most cases, these debts were incurred for local improve- 
ments; in some instances, they were created to aid railroads, notably in 
Philadelphia and Baltimore, each of which issued about $8 million for this 
purpose. The general property tax was the main reliance for municipal 
revenue, but the larger cities also secured considerable amounts from a 
variety of other sources such as license charges or fees, special assessments 
for public improvements, and productive property like the water system. 
Although no figures for the total of local and municipal indebtedness are 
available before 1870, when the amount was over $500 million, there is 
little reason to doubt that it exceeded the total of the state debts in 1860 
and so constituted the largest item in the total of all public indebtedness. 

The Development and Activities of the Federal Government. 
Aside from the Bill of Rights embodied in the first ten amendments of the 
Constitution, the Eleventh Amendment denying the Federal courts juris- 
diction over any suit against a state by citizens of other states or countries, 
and the Twelfth Amendment further defining the methods for choosing 
the President and Vice-President, no changes had been made in the Con- 
stitution up to 1860. Consequently such development of activities on the 
part of the Federal government as occurred during this period was deter- 
mined by the decision to exercise its powers within the narrow limits 
originally granted and by the Supreme Court’s interpretation of those 
limits. 

After the new Constitution went into effect in 1789, the Federal govern- 
ment, in addition to assuming such obvious and necessary activities as the 
establishment of courts, the provision for defense, the conduct of foreign 
affairs, and the levying of taxes, established the post-office service, provided 
for a mint and coinage, and chartered the United States Bank. During the 
first three administrations, the Federalists were in control and they strove 
Id broaden the activities and increase the power of the central government. 
The widespread spirit of individualism and the fear lest states’ rights be 
endangered led to a reaction against this tendency, and the opposition was 
increased by the feeling that the Federalists were too closely allied with 
wealthy classes engaged in commerce, finance, manufacturing, or slave- 
holding and neglected the interests of the masses, particularly those of the 
small farmers. 
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This reaction led to the election of Jefferson as President in 1800 and the 
advent into power of the Republican party, as it was then called, which 
stood for a strict construction of the Constitution and a minimizing of 
the Federal activities. However, the force of* circumstances and practical 
expediency impelled Jefferson and certain of his followers to deviate some- 
what from their principles in actual practice. The purchase of Louisiana 
was accepted in spite of their constitutional scruples; construction of a 
national turnpike was authorized, though Madison and Monroe put a 
check upon internal improvements, and a second United States Bank was 
chartered. Under President J. Q. Adams the Federal government did more 
for internal improvements; under Jackson, this activity was once more 
checked. Meantime, the Supreme Court, under Chief justice Marshall, 
1801-1835, had handed down many important constitutional decisions 
which tended to strengthen the powers of the Federal government. Sub- 
sequently under Chief Justice Taney, 1836-1864, the strict constructionist 
point of view tended to dominati3. In Congress the growing influence of 
the South, a section increasingly insistent on upholding the doctrine of 
states* rights to protect its interest in slavery and a low tariff, was exerted 
to curb the activities of the Federal government. This, however, did not 
prevent frequent appeals to Congress to aid the states by grants of land 
or the distribution of Federal funds, and in this indirect manner the central 
government promoted state activities. 

Among the activities assumed by the Federal government, outside of the 
more essential, may be noted: the survey and sale of the public domain, 
control of the Indians and their trade, the coast and geodetic survey and 
lighthouse service, the issuing of patents and copyrights, the bureau of 
navigation, the consular service, and the census. For the most part, the^e 
activities were of a positive character. The regulative activities were 
reduced to a minimum by the constitutional limitations, the strength of 
states’ rights groups, the belief in laissez faire, and the strong spirit of 
individualism. Where action by the Federal government was wanted, it 
was generally for the purpose of assisting rather than for controlling the 
economic activities of the people. 

The Finances of the Federal Government, By 1816, as a result of 
war borrowing, the national debt stood at $127 million. The revival of 
imports and higher duties increased customs revenue and, combined with 
the increased receipts from the sale of public lands, produced such a surplus 
that the internal revenue taxes were quickly repealed and the debt sub- 
stantially reduced. After the panic of 1819, the drop in customs receipts, 
the item that yielded about nine-tenths of the revenue, resulted in a small 
deficit for 3 years in the early 1820’s, but from 1825 on there was an annual 
surplus of $6 million or more most of which was used to reduce the debts 
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(see the charts on page 403). During the prosperous 1830’s and in spite of 
greater expenditures, this surplus rapidly mounted, owing to increased 
customs revenue and the unprecedented sale of public lands. This was the 
only period in our history when the receipts from the sale of public lands 
became an important item in the revenue; in 1836 for the first and last time 
they actually exceeded the receipts from customs duties; for the whole 
decade they provided about one-quarter of the total revenue. Through this 
surplus, the national debt was practically extinguished in 1835. For a young 
country to pay off its debt so promptly was regarded as a great achievement 
and did much to establish the nation’s credit in Europe. 



Fig. 27. Principal of the national debt, 17W-1860. 


The states had long been viewing with envious eyes the prosperous con- 
dition of the Federal treasury so that, when the debt was paid off and 
revenue continued to pour in, thus raising the problem of what to do with 
the surplus, they had a ready answer. The solution adopted in 1836 was 
an act distributing among the states the surplus above $5 million in the 
treasury on Jan. 1, 1837, which amounted to some $37 million. Technically, 
to overcome the constitutional scruples of some, this took the form of a 
loan, but it was generally understood that the states would not be asked 
to return it, and they never have. The distribution was to be made in 
quarterly installments during 1837, but when the panic turned the surjilus 
into a deficit, payment of the fourth installment was stopped. 

, Deficits continued, except for one year, until 1844, and so the government 
again went into debt. The Mexican War, 1846-1848, entailed no serious 
financial strain, the additional army and navy expenditures being about $64 
million; but no effort was made to increase taxes, so borrowing became 
necessary and by 1848 the total debt stood at $63 million. At this time, 
in marked contrast with the situation, 1812-1814, the government was 
able to sell its 6 per cent bonds at par or above and for specie, so great had 
been the increase in the nation’s wealth and the improvement in its credit. 
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Tn the prosperous 1850’s, the customs revenue, which still made up about 
nine-tenths of all revenue, more than doubled, and there was also a sub- 
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Fig, 28. Ordinary receipfs of the Federal government, 1791-1860. 


stantial increase in that from the public land sales. The flush treasury, as 
usual, led to a rapid rise in expenditures. Previous to 1812, total yearly 
Federal expenditures had only twice exceeded $10 million; in the 1820’s 



Fig. 29. Total ordinary receipts and expenditures of the Federal government, 1791-1861. 


they fluctuated around $16 million and in the 1840’s around $25 million; 
in the 1850’s this was more than doubled, and a peak of $74 million was 
reached in 1858. Nearly three-quarters of the Federal outlay was for 
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purposes of defense, including under this head that for the army and navy, 
pensions, and interest on the debt. Despite the rising outlay of the 1850’s, 
more of which was used for civilian purposes, there was a surplus which 
was employed to cut the debt to $28 million in 1857. The panic of that 
year, as usual, brought a deficit which continued through the rest of the 
period, and the resulting borrowing raised the debt to $64 million in 1860. 

This period well illustrates the undesirable consequences of relying 
heavily for revenue upon a source so subject to great fluctuations as customs 
receipts. Since the bulk of the expenditures was relatively fixed in time of 
peace, or at least not subject to similar changes, the fluctuations in receipts 
resulted either in a large surplus, which tempted Congress to extravagant 
expenditures, or in a deficit, which necessitated borrowing. Also it was 
likely to lead to tariff changes which had a disturbing effect upon business. 
The lack of any system for drawing up a regular budget only aggravated 
these difficulties. 


SUMMARY OF THE COUNTRY’S ECONOMIC DEVELOPMENT, 1816-1860 

Having surveyed the various fields of economic development during 
the period 1816-1860, we can summarize the results for the i)urpose of 
obtaining a clearer idea of the basic factors responsible for the progress 
made in enabling the people to raise their standard of living and increase 
the economic power of the nation. This progress was attained chiefly 
through (1) increasing the economically available supplies and improving 
the quality of the four agents of production: natural resources, labor, 
capital, and business management, (2) the increase in knowledge secured 
by the advance in the natural and social sciences, and (3) the development 
of economic or other social institutions which introduced a more efficiently 
functioning economic order. These factors will be taken up in the order 
named. 

The nation’s natural resources were largely augmented during this 
period by the acquisition of new territory — Florida, Texas, Oregon, Cali- 
fornia, and the Gadsden Purchase. Though enormous in extent, much of 
this new territory, because of its semiarid character, was unsuited for 
ordinary methods of agriculture and incapable of sustaining so dense a 
population as most of the rest of the country. However, it did contain 
forests, minerals, and grazing land which were important additions to the 
nation’s natural resources. In both the new and the older sections of the 
country, the economically significant resources were being increased by 
exploration, new scientific processes, the westward movement of population, 
and the introduction of better transport facilities. 

The growth of the labor supply was primarily a product of the continued 
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high rate of the natural increase in the population, though this was aug- 
mented by the rising influx of immigrants. The result was that by 1860 
the population had surpassed that of the United Kingdom and almost 
equaled that of France or Germany. This, combined with the expansion of 
territory and economic growth, gave the nation a position among the world 
powers. The spirit of work that characterized the people continued un- 
abated, and the spread of education helped to increase the efficiency of the 
workers. The mobility of labor, as between both regions and occupations, 
increased the likelihood that potential capacities would be employed in the 
most productive way. Yet the demand for labor kept pace with the supply 
so that, compared with Europe, labor still remained a relatively scarce 
factor of production. 

The supply of capital goods was also increased at a rapid rate, chiefly 
by the savings accumulated from the rising national income, but to a small 
extent from the inflow of foreign capital. The productive capacity of each 
new generation was increased by the larger pi^ capita supply inherited 
from the preceding generation. But the demand for capital also rose rapidly 
so that it still remained scarce as compared with Europe, though the dis- 
parity was less than in colonial times. 

General conditions favored the development of an able group of entre- 
preneurs. Since there was no serious social taboo upon engaging in business 
and the accumulation of wealth was increasingly recognized as giving power 
and social prestige, many of the ablest men entered business. The unusual 
economic opportunities being opened up combined with the freedom of 
individual initiative, permitted and helped to foster the full development 
of their abilities in this field of endeavor. The lack of stratified classes and 
the relative ease of shifts between economic groups made it more likely 
that latent ability would be developed and used; the ambition, energy, and 
adaptability of such people favored success; and the optimism that in- 
duced them to take great risks was frequently justified by the remarkable 
rapidity of the country’s development. 

Although the absolute increase in the factors of production was the basis 
of the growth in power and prestige of the nation, the progress in the 
economic condition of the people wets promoted chiefly by the advances 
made in the methods in which these factors were employed in the production 
of economic goods and services due to (1) the progress of science and (2) 
the evolution in the organization of the economic order. Nor should it be 
overlooked that the very increase in the supply of the factors of production 
was in no small measure a product of these other developments. 

Concerning the advance of knowledge in the sciences and its applica- 
tion, little has been recorded in the preceding chapters; yet this was one 
of the most important factors in promoting the increase in the production 
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of wealth and the economic progress of the people. In chemistry, physics, 
and geology discoveries were being made that gave man a better under- 
standing of his physical environment and thus enabled him to make greater 
use of the forces and resources of nature — to cooperate more effectively 
with nature — in the effort to supply his wants. As this knowledge was 
applied in mining, metallurgy, or engineering and took form as an improved 
quality of capital goods in innumerable inventions, only a few of which have 
been mentioned, it transformed the methods of producing wealth. These 
developments underlay the growth of mining, the revolution in methods of 
transport and communication, and the rise of the factory system in manu- 
facturing. Progress in the biological sciences as well as in chemistry fur- 
thered the adoption of better methods in agriculture, and the advance in 
medicine played a part in increasing the supply and improving the quality 
of labor. 

The increased attention given to the study of the social sciences such as 
history, government, and economics helped to develop a better understand- 
ing of man’s social processes and of the conditions under which social 
institutions could be made to function more effectively. In economics, 
which is commonly said to have begun as an organized scientific study only 
with the publication of Adam Smith’s “Wealth of Nations’’ in 1776, 
marked progress was made in the formulation of its principles and their 
application to current problems. For the first time, a course in the subject 
began to be offered in colleges, but among most ignorance or neglect of its 
principles prevailed. 

The evolution in the economic order that took place was primarily deter- 
mined by the technological developments resulting from the progress of 
science. The outstanding feature in that evolution was the tendency toward 
increased division of labor and specialization of functions which was 
evident in every phase of economic activity. In the use of the different 
factors of production, this was reflected in the trend toward regional 


speciaWzaVVoiv, not on\y within the United States but also on a more nearly 
world-wide basis, thus increasing the chance to secure products more 
economically. In the case of labor, workers increasingly concentrated on one 
process, and macUnes took over others. The growth of different classes 
rendering personal services and the rise of the highly trained professions 
illustrate the same point. 

rapital goods took also became more specialized; the new 
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the advantages of a form of business organization where there was greater 
specialization of the functions of owner, creditor, and manager than in the 
partnership or individual ownership. Finally, as will be described shortly, 
this specialization in the use of the factors of production promoted speciali- 
zation in the methods and institutions through which the economic activity 
of the country was carried on. 

This specializing tendency was a product of various factors, most of 
which are covered by the common statement that specialization is limited 
by technological processes and by the extent of the market. The progress 
in science and invention improved technological processes so as to make 
specialization possible. But specialization is not economical unless there is a 
sufficient market to justify production on a large scale. The cost of plant 
and machinery or of technical training is so great that this overhead must 
be spread over a large volume of output to reduce the cost for each unit 
of product to a low level. To take full advantage of the degree of specializa- 
tion made possible by technological and scientific advances, there must be a 
widening of the market; in fact each reacts upon the other to further the 
process. 

The growth of the markets during this period was a product of various 
interacting factors. The growth in the per capita national income would 
have enabled even a fixed population to consume more goods. Added to 
this, however, was the great growth of population within the country, not 
to mention that in other countries with which we traded. Both of these 
developments increased the market for goods within a given area. Finally, 
the market area for most commodities produced at a given place was greatly 
extended by all the improvements in the means of transportation and com- 
munication previously described. 

Also, as trade increased in volume so that greater specialization in the 
various middlemen’s functions became economical, there arose numerous 
institutions and groups of individuals that engaged in carrying on these 
specialized activities. Wholesalers and retailers, brokers, commission 
houses, jobbers, traveling salesmen, importers, exporters, warehousemen, 
and produce exchanges first appeared or became more common in one or 
another branch of trade. Through the greater efficiency so secured, a further 
reduction in the cost of the middlemen’s services was made which also 
increased the extent of I he market and furthered the trend toward speciali- 
zation. 

The marked developments in the field of financial institutions during 
this period facilitated all forms of trade and promoted a better allocation 
of economic resources. A fairly adequate supply of specie for the circulating 
medium was secured, though not until the last decade of the period. There 
was a decided improvement in the quality of the paper money in most 
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sections, even if the bank notes were still defective in certain respects in 
1860. The rapid spread of banking institutions, the beginnings of specializa- 
tion in the form of savings banks and trust companies, and the steady 
though slow progress in banking practices, wrought a vast change in the 
conditions under which financial transactions were carried on. The rise 
of the real-estate mortgage business, the introduction of stock exchanges, 
and the spread of various forms of insurance brought similar results. By 
these means, the accumulation of capital was stimulated, and its flow into 
the most productive uses was facilitated, both by increasing its mobility 
and by providing more intelligent guidance in its investment. Similarly, 
domestic and foreign trade was aided by the improved facilities for carry- 
ing out the financial transactions involved. 

Although the part played by the state and political institutions in this 
economic progress must not be overlooked, the policy of laissez faire and 
freedom of individual initiative was dominant at thi& time. Where indi- 
vidual enterprise seemed unable or unwilling to finance undertakings 
deemed of great importance, the people fell back upon the resources and 
credit of the state, now greatly strengthened, and without which many of 
these undertakings would have been impossible at the time. In the very 
limited field of economic activity left open to it under the C4onstitution 
and the dominance of strict constructionist political parties, the economic 
activities of the Federal government were narrowly circumscribed. Aside 
from providing protection, peace, order, and justice, it was chiefly influen- 
tial in aiding trade, domestic and foreign, and in maintaining freedom in 
interstate commerce. In other fields, it enacted the protective tariff, chiefly 
for manufactures, opened up the public domain, established the two United 
States banks, and in a limited way promoted science and the arts, not to 
mention less important activities. The states and local political units were 
assuming a steadily growing variety of activities for furthering economic 
progress: in the positive form of providing goods and services, such as 
education, internal and local improvements, or better care for the poor 
and the sick; and in the negative form of regulation and control, such as 
maintenance of peace and order, safeguarding public health, supervision 
of banks and insurance companies. Though the activities of these political 
units were very limited in scope as compared with today, they reflected 
tIjB early phase of the movement away from an extreme laissez-faire policy. 
This was a product of new problems created by the changing economic order 
and the growing spirit of democracy and humanitarianism. 

In closing this summary analysis of the factors responsible for the 
country’s economic progress during this period, it is wise to note certain 
important results that followed therefrom: (I) the rise of a national econ- 
omy, (2) the attainment by the United States of a position among the world 
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powers, and (3) the appearance of new problems created by changes in the 
economic order. 

The concept of a national economy is not sharply definable, but it implies 
a situation where a very large proportion of the goods consumed in a 
country is produced within that country and where there is such a degree 
of specialization among different sections of the country that there is a 
large volume of trade among them. There was a very marked trend toward 
such an economy during this period. This was aided both by the acquisition 
of new territory with new resources and by the spread of population which 
opened up the resources in the old as well as in the new regions. Improved 
transport facilities promoted specialization in the different sections and 
trade among them. Domestic trade experienced an enormous expansion 
while foreign trade declined in importance; in no other period was it so 
unimportant as between 1820 and 1850. Cotton was the only great domestic 
staple largely dependent on the foreign market, though this was also im- 
portant for tobacco and after 1845 for pork products and wheat. Depend- 
ence on foreign goods, other than semitropical products, was greatest in the 
case of manufactured products, notably textiles, iron, and steel; but the 
growth of domestic manufactures substantially reduced this and was an 
important factor in thi' development of greater national self-sufficiency. 

Within the country, the trend toward sectional specialization and inter- 
sectional trade was very marked. The Northeast specialized in manu- 
facturing, commerce, and finance; the Northwest in raising grain and 
livestock; the South in growing cotton, tobacco, and sugar. The South and 
Northwest obtained manufactured goods from the producers or importers 
of the Northeast artd in part depended on that section for financial assist- 
ance and the carrying on of trade. The Northeast obtained raw maleriaLs 
and food supplies from the other two sections. Thus a close interdependence 
of these sections was built up. The relatively undeveloped Far West played 
only a very minor part in this national economy, though even there speciali- 
zation in mining and agriculture prevailed, and there was some trade with 
the rest of the country. Although this specialization intensified the conflicts 
in economic interests among the different sections that became so prominent 
in the political history of the times, it also increased the bonds of economic 
interests that held them together, though these proved insufRcient when 
passions were aroused to prevent fratricidal war. 

At the opening of the nineteenth century, in population and economic 
resources the United States ranked far below the leading nations of Europe; 
by 1860, it had to be reckoned among the world powers, so rapid had been 
its growth. Its area had been increased to a figure many times that of any 
European power outside of Russia; its population had grown to exceed 
that of Great Britain and was only slightly below that of France or Ger- 
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many; its natural resources, though relatively far less developed, were 
vastly greater than those of these three countries. 

In agriculture and other extractive industries, the position of the United 
States would compare favorably with the other powers. Even in manu- 
facturing, the field where it had been most backward, though distinctly 
inferior to England and weak in lines where labor costs were large, it was 
ahead of France or Germany in the use of machine methods and could 
claim that most of the more important branches of manufacturing were 
firmly established. East of the Mississippi at least, the transportation sys- 
tem, if not so intensively developed as in western Europe, was not appre- 
ciably inferior in general efficiency. The merchant marine nearly equaled 
that of Great Britain and was much larger than that of any other nation; 
in volume of foreign commerce Great Britain alone far surpassed the United 
States. In an age when political power and success in warfare were becoming 
increasingly dependent upon economic resources as compared with mere 
man power, this economic growth was a basic factor in establishing the 
country’s prestige and security. 

Yet the innovations that contribute to progress are seldom productive 
of unalloyed benefits; and it could not be expected that the great changes 
in the economic order that took place would not be accompanied by some 
undesirable results and create new problems of control and readjustment 
in social institutions. As the more important problems that thus arose have 
been previously noted, a brief summary will suffice here. 

The growing scale of business enterprise, which characterizes modern 
capitalistic industry and was most conspicuous in the fields of manufactur- 
ing, public utilities, and steam transportation, widened the gulf between 
the employer and his employees, altered working conditions in many ways, 
and helped to develop class consciousness among the workers with a result- 
ing labor movement. The greater use of fixed and specialized capital 
increased the difficulties in the organization and control of various branches 
of industry. The growth of the corporate form of business organization 
created another problem of control. The spread of banking and other finan- 
cial institutions led to new problems in the use of these highly sensitive 
and easily abused mechanisms, particularly that of the business cycle. The 
expansion of markets and improved marketing organization intensified 
competition in ways that sometimes led to unfair forms and sometimes to 
combinations. The greater interdependence and complexity in the economic 
order made not only the problem of management of private enterprise 
more difficult but also that of social control. At the same time, the extension 
of franchise rights, by giving a much larger and presumably less well- 
educated group a vote, though in accord with democratic ideals, was not 
without certain drawbacks. Finally, the development of a national economy 
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and the consequent increase in the number of problems that were national 
rather than state or local in character was certain in time to bring to the 
front the question whether the existing framework of government provided 
the best distribution of powers for meeting these problems and furthering 
the economic progress of the nation. 

The economic development of this period did not make clear the full 
scope or character of the problems that il was creating; it only foreshadowed 
the Importance that these problems were to attain in the following period. 




Part IV 


THE END OF THE WESTWARD MOVEMENT AND 
THE GROWTH OF CAPITALISTIC INDUSTRY 


Chapter XXVII 

THE PERIOD IN GENERAL AND THE 
WORLD BACKGROUND 


Outstanding Tendencies. In Chap. XVI, dealing with the general 
background of the preceding period, certain outstanding tendencies affect- 
ing the economic development of the world during the nineteeiUh century 
were mentioned. The way in which these tendencies reacted upon that 
development in the period after 1860 must now be noted. 

Most fundamental and far-reaching in its effects among all these tenden- 
cies was the progress in science and its application in inventions or other- 
wise. In all the sciences — natural, biological, and social — the advance in 
knowledge proceeded at a rate unparalleled in history, for the elfects were 
cumulative; the acceptance of the scientific point of view spread rapidly 
and an ever-increasing amount of wealth was made available for the ad- 
vancement of science and for spreading abroad a knowledge of its achieve- 
ments. Hitherto unknown or unused resources and forces of nature were 
made use of for supplying man’s needs, and the more effective guidance in 
cooperating with nature that science provided enabled the world to supply 
its existing wants, to say nothing of many latent and undreamed-of wants, 
more completely than ever before. Also this advance in knowledge made 
possible more effective cooperation between men throughout most of the 
World in carrying on their economic activities. The spread of railroads, 
barely started in 1860, began to open up vast continents; the steamship 
minimized, and later the airplane vaulted, ocean barriers; the telegraph, 
cable, telephone, wireless, and radio made distant communication a matter 
of minutes instead of months. Innumerable economic and other social 
institutions developed to further a more effective cooperation among men 
in the process of supplying their economic wants. Increasing wealth made 
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possible greater savings and in many countries each generation added to 
the accumulation of wealth and capital handed on to the succeeding genera- 
tion. In the more advanced nations, modern capitalistic industry arose in 
all its magnificent powers; it transformed the economic order and raised 
standards of living; but it brought in its train problems among the most 
difficult that confront the world today. 

It was chiefly by means of this economic progress that the rapid increase 
in the world’s population was made possible. II y 1900, that population was 
estimated at 1,500 million of which over one-half was in Asia and over 
one-quarter in Europe; by 1940, it had risen to over 2,uu0 million or about 
twice the estimated total in 1700. Most of the increase was in countries 
under, or largely influenced by. Western civilization. Between 1860 and 
1900, the population of Europe rose from less than 300 million to almost 
400 million, so that in the course of the century it had more than doubled. 

Most of the rising annual output of wealth, which of course was in part 
made possible by the growth in population, was consumed; yet the increase 
was sufficient to raise the standard of living of most of the growing number 
of people. In fact, the desire to ^aise the standard of living still higher was 
becoming a factor in checking the rate of population growth among the 
more advanced nations where, in the latter part of the century, the birth 
rate showed a marked tendency to decline. In consequence of this and the 
losses from war, Europe’s population in 1940 showed little growth over the 
figure in 1900. But the people of Europe also contributed through emigra- 
tion, which continued to rise up to 1914 and was increasingly drawn from 
south-central and eastern Europe, to the population and economic develop- 
ment of other continents. 

The increase in wealth and capital, particularly in western Europe, was 
of far-reaching economic significance. It made it possible for Europeans to 
buy many more things, chiefly food and raw materials, from other conti- 
nents; and it enabled such countries as England, France, and Germany to 
export capital to the less developed countries. Similarly, the spread of 
such scientific knowledge as originated in Europe made another contribu- 
tion to the economic advancement of those countries. 

The tendency toward greater economic freedom, which had been so 
marked during the first half of the century, was furthered in many ways 
by the economic developments in the succeeding period. Better means of 
transport and communication, the spread of education, the development 
of financial institutions, the abolition of slavery or serfdom, and the 
extension of greater political rights to the people, all helped to increase the 
mobility of labor, capital, and business management. But the trend toward 
laissez faire in the relation of the state toward industry may be said to 
have been reversed in the last quarter of the century. 
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Originally largely a product of the rapid economic changes that made 
the elaborate system of regulation and control that had been developed 
in earlier centuries increasingly burdensome and antiquated, the laissez- 
faire movement in Europe had removed many of these restrictive measures 
by about 1875. The reaction that subsequently arose against this trend 
can be traced to various causes. Most important was the group of new 
problems arising from the economic changes, for by this time these problems 
had become so pressing that the state was forced to action involving in- 
creasing regulation and control. Other causes are to be found in the in- 
tensification of economic conflicts among nations that accentuated the 
spirit of nationalism, and in the rising power of the masses who were de- 
manding that the state undertake various social reforms. 

Though the growth in the spirit of nationalism could be traced back for 
several centuries, it became accentuated during the latter part of the nine- 
teenth century and then was further intensified by the First World War. 
Political developments such as the unification of Italy, the organization 
of the German Empire, and the modernization of Japan contributed to the 
tendency. The economic developments within the larger countries helped 
to knit the people together by increasing the bonds of common economic 
interest, replacing a local or provincial economy by one that was national 
in scope, and augmenting the power of the central government. Govern- 
ments increasingly resorted to a policy of strengthening the nation eco- 
nomically and what has been called “neomercantilism” arose. The resulting 
effort to make the nation more nearly self-sufficing or an autarchy led to 
economic imperialism and a renewal of the active struggle for colonial 
empire. How international economic competition became keener and the 
causes of conflicts in economic interests more numerous will be made 
clearer in the succeeding narrative. Here it may be noted that the rising 
nationalism took a heavy toll of the world’s resources to support the grow- 
ing burden of armament, played no small part in the events that culminated 
in the two world wars, and today constitutes one of the world’s great 
problems. 

Finally, there was the great force of the spreading spirit of democracy 
demanding more liberty and greater equality of opportunity in both polit- 
ical and economic activities. As economic conditions improved and educa- 
tion spread, new wants developed and new or latent ideals were aroused 
among the people; the masses brought into closer contact, especially in 
the cities, began to organize, both in trade-unions and political parties; 
as many reforms demanded by the radical groups of the 1840’s were slowly 
won, still more radical demands were advanced as the socialist and com- 
munist movements gained strength. In the twentieth century, the commu- 
nist regime won control in Russia, and a labor ministry appeared at the 
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head of the government in Great Britain, events that would scarcely have 
been deemed credible in 1860, so rapid had been the progress of this 
movement. 

These nineteenth-century tendencies were -chiefly felt in the world of 
Western civilization. Partly as illustrating their reaction in the leading 
countries of western Europe, partly because the economic development of 
those countries was especially significant for the United States, and partly 
because the comparison provides a better basis f(jr appreciating this 
country’s growth, we now turn to a brief summary of the economic develop- 
ment of England, France, and Germany during the peilod 1860-1914, but 
one confined chiefly to points significant because of their international 
reactions. 

England. The trend in the economic development of the United King- 
dom after 1860 continued to be in the direction of greater specialization 
in manufacturing, commerce, and finance, and this steadily increased the 
country’s dependence upon trade with the rest cf the world. It was only 
by means of this specialization that the grc' vving population could be sup- 
ported and their standard of living raised. Though the population of Ireland 
steadily dwindled until in 1911 it was barely 4 million, or about one-half 
the figure before the gr*3at famine, the total for the United Kingdom rose 
to over 45 million in that year, an increase of 50 per cent since 1861. In 
England proper, the population had more than quadrupled since 1801. 
By 1900, the United Kingdom had surpassed France in population, though 
about 1750 France contained more than double the population of her 
neighbor. After 1850, moreover, the British Isles contributed through 
emigration to other lands, chiefly to the British colonies and the United 
States, an average of almost 200,000 people a year. 

For British agriculture, this period was destined to prove most trying, 
particularly in the two decades after 1875 when prices steadily declined fol- 
lowing the opening up of new lands and lowered costs of transport. By the 
1870’s, over half the wheat imports were coming from outside of Europe and 
by 1900 seven-eighths. At the same time, the introduction of refrigeration 
rapidly increased the imports of fresh meats. British agriculture was forced 
to resort to better methods and to give more attention to dairying, market 
gardening, or fruit growing, where the competition was less severe. Oats, 
wheat, and barley in order were the chief grain crops; potatoes and turnips, 
the chief vegetables; and sheep and cattle, the most numerous livestock. 
Intensive cultivation prevailed, and two-thirds of the farm holdings were 
under 50 acres in size. Since only one-eighth of the owners worked their 
farms, tenancy was extremely high. 

The decline in the relative importance of agriculture is reflected in a 
decrease of one-third in the number of agricultural laborers in England 



416 


END OF THE FRONTIER; RISE OF CAPITALISM 


proper, 1850-1900; in 1901, about one-tenth (for the United Kingdom one- 
eighth) of the male population earned a living through agriculture as com- 
pared with four-tenths in 1800. Meanwhile the growth in population was 
such that, just after 1900, the country was importing almost four-fifths 
of its wheat supply and two-fifths of its meat. It is said that typically there 
was about 7 weeks* supply of food within the country. The danger thus 
involved was only too vividly realized during the world wars; yet this was 
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Fig. 30. Increase of population in the United States, the United Kingdom, Germany, and 
France since 1800. 

inherent in the line of economic development that made industrial Britain 
possible. 

In manufacturing in 1860, England led the world in volume of output 
and in most lines in technology. Though this leadership was seriously 
challenged before the end of the century, it was the continued success in 
the development of her manufacturing industries that afforded the main 
basis for her economic progress. The leading branch of manufacturing was 
the iron and steel industry together with the related machinery, engineer- 
ing, and shipbuilding trades. This was closely connected with the mining 
industry, especially coal mining, which showed the greatest growth among 
the country’s mineral products. Iron mining was next but, although the 
output rose, a steadily growing proportion of the ore used had to be im- 
ported. The same was true of tin where the domestic output remained 
nearly stationary. Lead and salt continued to be produced in considerable 
amounts, but the output of copper became negligible. 

The textile industry ranked second in importance, the cotton and wool 
branches being far in the lead and enjoying the greatest growth. Next in 
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rank came the group manufacturing food, drink, and tobacco. The lirst 
Census of Production in 1907 indicated that nearly half of the 20 million 
people engaged in work in the United Kingdom were in manufacturing, 
mining, quarrying, building construction, and -local public utilities. 

The history of Britain’s foreign trade during this period was shaped 
largely by the course of her development in agriculture and manufacturing. 
The growth in the value of foreign trade was fairly regular except for about 
a quarter century (a period of falling prices) after 1872; by 1910, the value 
was more than triple that in 1860. Throughout the period it considerably 
exceeded that of any other country. The balance of trade, which had 
become unfavorable in the 1850’s, remained such and steadily rose in 
amount till after 1900 it was fluctuating around $750 million a year. 
J^^xcept for coal, the exports were chiefly manufactured products and the 
imports were foodstuffs and raw materials. About a third of the trade was 
with other parts of the British Empire. The policy of free trade, except 
for a few revenue duties, was continued down tc 1914, though after 1890 
there arose a demand for protection, due p'atly to the movement toward 
higher protection in other countries and partly to the desire for a system 
of imperial preference. Conditions after the First World War accentuated 
this demand, and by 1032 the shift to moderate protection and imperial 
preference had been made. The merchant marine grew rapidly, and in the 
1900’s the United Kingdom was building two-thirds of the world’s ships, 
owned a third of the world’s merchant-marine tonnage, and carried over 
half of the ocean-borne commerce of the world, a supremacy iinequaled 
since that of the Dutch in the early seventeenth century. 

It was chiefly upon the expanding manufactures and commerce that the 
growth in the country’s capital and wealth was based. This together with 
the development of her financial institutions assured England’s continuance 
as the financial center of the world. Her capital flowed out to less intensively 
developed regions till by 1910 her foreign investments were estimated at 
$17,500 million, a little over one-half being outside the Empire. The income 
from this source and from shipping proved more than sufficient to meet the 
payments due on account of the unfavorable balance of trade. The coun- 
try’s wealth about 1913 was estimated at some $86 billion, or greater than 
that of either France or Germany. 

Considering her very limited area and natural resources, England’s 
economic growth during the nineteenth century was a remarkable achieve- 
ment and strikingly illustrated the advantages of specialization and the 
use of the new technology. Nonetheless, those limiting factors were a 
basic handicap upon growth. By the twentieth century, the still more rapid 
development of other nations with greater area and resources and an 
opportunity to adopt the most modern technology had deprived the 
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country of the preeminent position among the economic powers of the world 
which it had held during the greater portion of the nineteenth century. 

France. Compared with that of the other leading nations, the economic 
growth of France, 1860-1914, was slow. The brief Franco-Prussian War 
ended in the imposition of a heavy indemnity and the loss of Alsace-Lor- 
raine with its valuable iron ore and potash deposits. Population increased 
very slowly, the net gain being barely 10 per cent, and the total in 1910 
was under 40 million. There was very little emigration, and the declining 
birth rate combined with a none too low death rate was mainly responsible 
for this result. 

Although agriculture still remained the chief pursuit of much the largest 
group among the people, it declined relatively, and the rural i)opulation 
fell from 70 to 50 per cent of the total. About three-fifths of the holdings 
were operated by the owners, mostly peasants, and their size remained very 
small, over a third being less than 2^ acres and five-sixths less than 25 
acres in extent, so that additional means of support were often necessary. 
By the late 1870’s, French agriculture, like that of other countries of western 
Europe, was beginning to feel serious competition from overseas; but unlike 
England the country promptly resorted to protective tariff duties. Thus 
protected, agriculture underwent less of a transformation than in England, 
though there was a similar trend toward more dairying and market garden- 
ing. Except for sheep, there was a moderate increase in livestock, and the 
wheat, oats, and barley crops also rose. The cultivation of sugar beets 
advanced rapidly, but the important viticulture suffered through pests 
from which recovery was slow. Silk culture declined with heavy imports 
from the Far East. The adoption of such machinery as was suited for the 
intensive farming proceeded slowly and, though methods were improved, 
they were seldom up to the best current standards. However, the progress 
made, combined with an almost stationary population, enabled the country 
to remain relatively self-sufficing as far as its food supply was conce^rned. 
Moreover, the industry and thrift of the agricultural class were important 
economic resources of the nation. 

In manufacturing, particularly in the adoption of modern methods, 
France advanced faster than before 1860. In the iron and steel industry, 
where new processes made the domestic ore usable, though much of the 
coal had to be imported, there was a rapid growth, yet the output continued 
far below that of England or Germany. In shipbuilding and the manufac- 
ture of machinery and chemical products, France was behind her neighbors. 
In the textile industries, linen excepted, and particularly in the manufac- 
ture of the finer grades of goods there was marked progress, and a con- 
siderable export trade was maintained. Except in a few heavy industries, 
French manufacturing continued to be characterized by a relatively small 



THE PERIOD SINCE 1860 IN GENERAL 


119 


scale of production, due partly to its preeminence in artistic finish. By 1911, 
nearly a third of the active population was classified as engaged in industrial 
activities. 

The foreign commerce of France, aided by the reduction of tariff duties, 
continued to expand until about 1880. There followed a strong reaction 
toward protection for both agriculture and manufacturing, and this policy 
remained dominant for Ihe rest of the period. Combined with falling prices, 
this resulted in the value of foreign commerce remaining about stationary 
until 1900; then, aided by rising prices, it grew rapidly till, in 1910, it was 
nearly triple that in 1860. After 1895, the balance ot trade, theretofore 
generally favorable, was almost invariably unfavorable. The merchant 
marine failed to grow, despite heavy subsidies and favf)ring regulations, 
until after 1900; by 1914, the tonnage had increased about 50 per cent, 
though nearly a half was still made up of sailing vessels. 

The economic growth of France, though slow, was fairly steady and, 
since it did not involve marked sx*ecialization, Hi?- country remained rela- 
tively self-sufficing economically — a situation not without certain advan- 
tages in the First World War but a product of conditions that failed to 
produce so rapid a growth as in England or Germany. The capital accumu- 
lated by the people’s Ihrift flowed out to other countries, especially to 
eastern Europe. The wealth of the nation about 1913 was estimated at $62 
billion, not far below that of Germany, and the national income at some 
$7,300 million, a sum which, though less than that of Germany, provided a 
higher income per capita. However, the relative position of France among 
the economic world powers after 1900 showed a marked decline as compared 
with its position a century earlier. 

Germany. The rapid rise of industrial fiermany during the latter 
portion of the nineteenth century was unequaled in any other country on 
the Continent. Though the developments before 1860 helped to prepare 
the way, a great impetus was received from the organization of the German 
Empire in 1871 following the successful Franco-Priissian War. A renewed 
self-confidence, a new spirit of self-assertiveness, and a greater interest in 
material development appeared. The centralized government promoted a 
spirit of nationalism, and its paternalistic organizing tendencies helped to 
direct and to stimulate the country’s economic development. 

The economic advance promoted, and was also promoted by, the rapid 
growth in population, which by 1914 had risen to 67 million as compared 
with 37 million in 1860. This growth occurred in spite of a decline in the 
birth rate, only partly offset by a decline in the death rate. Emigration 
reached the highest point, over 200,000, in 1881; with the expansion of 
industry it declined rapidly till after 1900 it was seldom over 30,000 a 
year and was exceeded by the number of immigrants, chiefly from the east 
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and southeast. The decline in the rural population from two-thirds to 
two-fifths of the total reflected the shift toward industrialization. 

As elsewhere, German agriculture began to feel the competition from 
other countries in the 1870’s, for it was then that the nation ceased to 
export and began to import grains. Just as in France, a reaction from the 
previous trend toward free trade appeared. The farming class, particularly 
the Junker landlords of the east, wanted protection; statesmen wished to 
keep the nation as self-suflicient as possible in its food supply; the rural 
population was thought to supply better recruits for the army than that 
of the cities; manufacturers sought protection for their rising industries; 
and the rapidly mounting expenditures of the imperial government made 
this source of income from indirect taxation particularly attractive. 

Under protection, agriculture, chiefly by the use of more scientific and 
intensive methods, secured a considerable increase in the output of the 
main products. Rye, oats, wheat, and barley, the chief grain crops, in- 
creased; the potato crop advanced rapidly, also the beet-sugar crop stim- 
ulated by an export bounty. Except for sheep, the number of livestock 
rose, especially swine, though more significant was the gain in quality. 
Increased use of machinery together with better methods of cultivation 
raised the output per acre of the chief crops above that of most countries. 
In 1907 out of 5.7 million holdings nearly three-fifths were under 5 acres — 
seldom sufficient to provide a living without other work — and less than 
300,000 were more than 50 acres in extent, though these included over 
half the total acreage. Nearly five-sixths of the land was cultivated by its 
owners, either peasants or the holders of large estates, the latter being most 
numerous in the north and east. The proportion of the population obtain- 
ing a living by agriculture declined to 28 per cent of the total. The growing 
output of foodstuffs, however, failed to keep pace with the rising demand, 
and Germany’s dependence upon imports steadily rose, being estimated 
at one-fifth of the domestic consumption about 1914. This situation was a 
factor in the nation’s expansionist policies and an element of weakness in 
both world wars. 

The outstanding feature in Germany’s economic development during 
this period was the transformation and expansion of manufacturing follow- 
ing the adoption of modern machine methods and the close connection 
'maintained between science and industry. Based on the improvements in 
coal mining and the iron-ore deposits acquired in Lorraine, the output of 
iron rose to a point considerably larger than that of Great Britain. The 
production of coal, including the inferior lignite, reached a figure not far 
below that of the latter country. The extensive and varied industries of the 
Ruhr district centered about this growth and another district arose in 
upper Silesia. Closely connected therewith and greatly aided by science was 
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the chemical industry, notably the manufacture of dyestuffs, in which 
Germany led the world. In the making of electrical machinery and appa- 
ratus, marked success was achieved; shipbuilding also rose to a position of 
importance. The textile industries, linen excepted, expanded rapidly, 
though concentrating on lower grades of products than in France or Eng- 
land. The tariffs generally admitted raw materials free, and the duties on 
finished manufactures were moderate in contrast to those on farm products. 
The spread of cartels, favored by the tolerant attitude of the government, 
became very marked. As a result of industrialization five-twelfths of the 
population was dependent upon manufacturing and mining by 1907. 

The history of Germany’s foreign commerce naturally reflected the 
changes in her domestic economy. The imports of foodstuffs and raw 
materials steadily rose and manufactured products made up a growing 
proportion of the exports, nearly two-thirds of the total by 1914. Among 
these exports the most important were machinery, iron and steel manu- 
factures, and textiles. Great Britain and Austria-Hungary were by far her 
best customers; her imports from both Russia and the United States were 
about twice those from any other country. Between 1871 and 1914, the 
value of her foreign trade quadrupled and came to exceed that of any 
country but the United Kingdom. The balance of trade, except for a few 
years in the 1880’s, was unfavorable and latterly fluctuated around $300 
million a year. The net tonnage of the merchant fleet more than tripled, 
and in the ocean-borne carrying trade it attained a position next to, though 
still far below, the United Kingdom. 

Obviously, German economic development was following the path earlier 
taken by England toward specialization and an international economy in- 
volving increased dependence on foreign trade, though the country’s 
greater area and resources lessened the extent of that dependence. This 
dependence was a factor in the rising demand for expansion and distant 
colonies — “a place in the sun.” The growth of capital was such that an 
increasing amount sought outlets abroad, often closely connected with 
foreign trade, and by 1914 the total had risen to over $7 billion. As in the 
case of England, the income from this source together with that from 
shipping more than offset the unfavorable balance of trade. In the expan- 
sion of these foreign investments, as in the growth of domestic industry, 
the development of the great German banks played a particularly active 
part. By 1914 the total wealth of the country was estimated at around $76 
billion and the national income at $10,460 million — both figures only 
slightly below those for the United Kingdom, though the per capita income 
was only about three-fifths that of the latter country. 

Other Countries in Europe. Concerning the economic development 
of other European countries the briefest statements must suffice. Belgium 
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and Holland shared in the advanced development of their neighbors and 
were able to support their dense population by specializing, the former in 
manufacturing and mining, the latter in commerce and agriculture. Switzer- 
land prospered with the growing tourist trade and, in the more habitable 
sections, developed much the same activities as the adjacent countries. 
The union of the crowns of Austria and Hungary in 1867 secured somewhat 
greater unity, though the country still suffered from the complex racial 
composition of its inhabitants and the difficulty in reconciling conflicting 
interests. Railroads helped to develop greater economic unity and to 
promote foreign trade. Aided by a high tariff, a considerable growth of 
manufacturing occurred in Austria, but Hungary remained largely devoted 
to agriculture. In the 1860’s, Italy achieved political unity and became 
recognized as one of the six great powers of Europe, a pf)sition that entailed 
a staggering burden of armament. The people were extremely poor, and 
their rapid increase led to an emigration which in proportion to the popula- 
tion was the largest in Europe. The lack of varied natural resources, es- 
pecially coal and iron, made agriculture the main pursuit, and only latterly 
was there an appreciable growth of manufacturing along modern lines 
coupled with use of the available water power. 

Up to about 1860 vast Russia had scarcely been touched by modern 
industrial developments. The freeing of the serfs, 1858-1863, marked the 
ending of this surviving stronghold of European feudalism. An adequate 
railroad system was recognized as the first prerequisite for the moderniza- 
tion of the country as well as for purposes of defense; but the resources of 
the government were limited, and it was only very slowly that even the 
outlines of the main system were completed. Aided by a high tariff and 
foreign capital, some progress was made in introducing modern manu- 
facturing methods, chiefly in Poland. Even in 1914, it is probable that 
nearly 90 per cent of the population was primarily engaged in agriculture. 
Foodstuffs and raw materials were the only important exports, but the 
country was relatively self-sufficing. The development of the Scandinavian 
countries was greatly influenced by the industrialization of their neighbors 
and the resulting demand for foodstuffs and raw materials. Denmark con- 
centrated on agriculture and was notably successful in dairying. In Norway 
and Sweden with their more varied resources, mining, fishing, forestry, and 
snipping were also important activities. Spain and Portugal suffered from 
unstable or inefficient governments and general poverty and remained 
relatively backward — a condition that was even more marked in the Balkan 
peninsula. 

Economic Developments in Other Continents. The important eco- 
nomic developments that took place in other continents. North America 
largely excepted, were generally closely related to the industrialization of 
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western Europe. Often they were the product of the outflow of European 
people, capital, and business methods, as well as of the rising demand for 
the foodstulTs and raw materials of other lands. Yet, except for these 
developments in other continents, no such growth as took place in the 
countries of western Europe would have been possible. There was an 
increasing interaction between the two, a result of growing interdependence 
based on greater specialization and a more nearly world-wide economy. 

In the Western Hemisphere, Canada was closely following at a later date 
the general lines of development of her neighbor to the south. The rate of 
population growth, 1861-1901, was much slower than previously, many 
European emigrants being diverted to the United States. But after 1900, 
as good free land became scarce in the States and Canada adopted a vigor- 
ous immigration policy, the influx both from Europe and the United States 
was greatly increased and by 1911 the population had risen to 7.2 million. 
Railroad construction opened up the West; the first transcontinental, the 
Canadian Pacific, was completed in 1885 and two more by 1915; the total 
railroad mileage rose from 2,000 miles in 1860 to over 38,000 in 1917, more 
than half being added in the boom years after 1900. From the West, wheat 
poured upon the world’s markets. Gold, silver, and nickel mining developed 
in the Yukon or northern Ontario and lumbering in Quebec. In the east, 
manufacturing, aided by the adoption of a protectionist policy in 1879, 
expanded rapidly. 

In Latin America, the obstacles to progress arising from unstable govern- 
ments, a sparse population, widespread ignorance among the masses, and 
much poverty, continued to be the retarding factors outside the more 
progressive countries like Argentina, Chile, Uruguay, and a portion of 
Brazil. Only the first three possessed fair railroad systems. The few modern 
factories were practically confined to these four countries, though household 
or craft industries were common. From all these countries, aided by foreign 
capital and business enterprise, came a steadily rising volume of products 
from the newly developed agricultural, forest, and mineral resources; in 
these countries the world found a slowly growing market for manufactures. 

In Asia, where dwelt about half the world’s population, the outstanding 
economic developments were largely a product of the growing impact of 
the Occident. The opening of the Suez Canal in 1869 augmented this 
influence. The transformation of Japan, following the overthrow of the 
Shoguns in 1868, the abolition of feudalism, and the adoption of Western 
methods resulted in less than half a century in the rise of this nation from a 
position of relative obscurity and a medieval economic order to a position 
among the economic and political world powers — an achievement scarcely 
equaled in recent times. The area of Japan was about three-quarters that 
of France and most of the land was mountainous and unsuited to agri- 
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culture. Yet such was the country’s growth that a population of under 33 
million in 1871 had risen to nearly 54 million by 1914, not including that 
in newly acquired territory. Though the extractive industries continued 
to occupy most of the population, great progress was made in introducing 
modern methods of manufacturing, notably in the iron and steel and 
textile industries. Raw silk became predominant among the exports, but 
the competition of Japanese manufactures as well as that of her rapidly 
developed merchant marine was increasingly felt in both Occidental and 
Asiatic markets. 

So far as economic contacts with the rest of the world were concerned, 
the continent of Asia was chiefly an exporter of raw materials and a few 
foodstuffs and a rather limited importer of manufactures. Asia Minor sent 
out oil, carpet wool, tobacco, and certain fruits; India cotton, jute, tea, 
and some sugar; southeastern Asia rice, tin, and, after 1900, a rapidly 
rising amount of rubber; China tea, wool, silk products, and certain 
minerals. India was the only country adequately provided with railroads; 
in China, European capital built a few lines, and Russia completed the 
Trans-Siberian railroad in 1905. 

In Oceania, Australia and New Zealand, developing under a purely 
Western civilization with a high standard of living, concentrated on agri- 
culture along with some mining. Wool, wheat, meat, and dairy products 
became the great exports, and manufactures dominated among the im- 
ports. The rich Dutch East Indies added to their older export of spices, 
coffee, and sugar that of rubber and oils, both mineral and vegetable. 

In Africa, there was considerable progress in making known its varied 
resources and at least a fair beginning in their development. Outside of 
South Africa, few railroads extended far into the interior. The backward 
state of the native population, which made up most of the total, provided 
little market for foreign manufactures. For the rest of the world, Africa 
remained economically significant chiefly as a source of raw materials and 
an opportunity for exploitation. From the southern portion came wool, 
hides, and lesser quantities of other agricultural products, diamonds, and, 
after the 1880’s, a rapidly rising flood of gold, to which copper was recently 
added. The western coast up to about 1910 shipped out wild rubber and 
later increasing amounts of cocoa and vegetable oils. The Mediterranean 
logion exported Egyptian cotton, wheat, iron, and tropical fruits. 

The Growing Economic Rivalries of Nations. The foregoing sum- 
mary indicates why the trend of developments tended to accentuate the 
economic rivalries among the great powers, revived the spirit of economic 
imperialism, and became an increasingly important factor in world politics 
and the events which culminated in the First World War. The more ad- 
vanced and powerful nations were tending to specialize in the same general 
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line — manufacturing. Thus England, far in the lead in 1860, saw one nation 
after another becoming a serious rival in one or more lines of economic 
activity; France, Germany, the United States, Japan, to mention the most 
conspicuous, became competitors in manufacturing, fu-st in their domestic 
markets and then in the world’s markets. This industrialization in turn 
intensified competition in other fields: in the struggle to secure the raw 
materials for manufacturing, in the demand for more foodstuffs for the 
growing industrial population, in the rivalry to control the trade in all 
these products and their transport, in the scramble to secure the most 
promising opportunities for investment and exploitation. 

Finally, it may be pointed out, that the operation of certain economic 
laws was of significance in this outcome. Diminishing returns on growing 
capital investments at home combined with improved facilities for invest- 
ment abroad hastened the outflow of lendable funds; diminishing returns 
in the extractive industries, even when partly or entirely counteracted by 
improvements, combined with cheaper transportation, tended to increase 
the dependence on foreign sources of supply for foodstuffs and raw mate- 
rials; and the prevalence of decreasing costs in manufacturing hastened 
the process of industrialization and intensified the competition in the sale 
of manufactured products. 

These economic developments combined with the growing spirit of 
nationalism (also in part a product of economic changes) led to increased 
emphasis on dollar diplomacy and the vigorous revival after about 1875 
of economic imperialism and the scramble for colonies, which had been 
relatively dormant since 1815. By this time, desirable regions that could 
be easily acquired were becoming scarce, Africa providing the most im- 
portant. Also the consequences of the rapid industrialization of other 
nations besides England were becoming obvious, and the reaction toward 
protectionism was rapidly spreading. Finally, Italy and Germany had 
become unified, Japan was soon modernized, and all three joined in the 
general struggle. 

The objectives back of this struggle were substantially those of the old 
Mercantile System: the development of a rich, powerful, and relatively 
self-sufficient empire. Except for the mercantilist emphasis on money, 
colonies were looked upon as contributing to this ideal in much the same 
variety of ways. They would supply the mother country with raw materials 
and foodstuffs; they would provide a market for her manufactures; their 
trade would yield a profit and help to develop a merchant marine; they 
would provide opportunities for the investment of capital and a home for 
emigrants where they would not be lost to the empire. 

Spurred on by this rivalry little time was lost in grabbing the remaining 
regions that could be easily obtained. Practically all that was left of Africa 
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was soon divided up; the same held true of the scattered islands in the 
Pacific. In many of the weaker countries where actual annexation seemed 
impracticable such as China, Persia, or Siam, “spheres of influence” were 
agreed upon. In still other lands economic penetration — the investment of 
capital frequently combined with considerable influence upon the govern- 
ment in obtaining economic advantages — became an important method 
for furthering these ends. 

More than once, this rivalry threatened to cause war and in the complex 
of factors that underlay the First World War it was among the most 
significant. That war, by aggravating national rivalries and showing the 
importance of economic power and self-sufficiency, only intensified the 
keenness of this struggle. A knowledge of the general trends in the economic 
development of the world during the past century is essential for an under- 
standing of many of the leading world problems of today. Moreover, only 
with this can one fully appreciate the economic development of the United 
States during this period, grasp the important interaction between it and 
that in the rest of the world, and comprehend the increasingly significant 
international problems that now confront the country. 

The United States since I860; the Period as a Whole. Before taking 
up the detailed narrative of events in the United States during I he years 
since 1860, let us characterize briefly the period as a whole in order to 
furnish some background for the details in diff erent fields and to emphasize 
the dominant trends. At the outset, the country was plunged into a pro- 
longed and devastating civil war — the product of the conflicting sectional 
interests and ideals that had long troubled the nation and the passions 
aroused by controversy. The victory of the North settled forever the ques- 
tion as to the indissoluble character of the Union. Politically, the outcome 
was of the utmost significance for the future of the country; economically, 
outside of the resulting preservation of the nation’s economy, the etfects, 
though important, were less significant and far-reaching. For this reason, 
the question may be raised whether it is properly chosen as separating two 
distinct periods in the country’s economic development. If so, what are 
the characteristics that distinguish the period that followed from that 
which preceded? 

Among the enduring economic changes caused by the war, the most 
iiiiportant were the effects upon the South where, in addition to the 
economic devastation involved, there was the necessity of adjusting condi- 
tions to the abolition of slavery. Also the South lost in its relative influence 
upon national affairs; the North, and in time the West, gained in political 
power; and everywhere the influence of accumulated capital became in- 
creasingly prominent. Other economic changes in the country as a whole 
directly traceable to the war are a higher level of tariff duties, greater 
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Federal expenditures and taxes, some alterations in the circulating medium, 
and the acceleration of such movements as the growth of manufacturing, 
the adoption of a national banking system, the construction of trans- 
continental railroads, and the immediate decline of the merchant marine. 
These changes, however, cannot be considered as dominating factors in 
shaping the country’s economic development during this period. 

If it is possible to name any one factor that dominated, it was the same 
one that was distinctly more dominant in the preceding period — the in- 
fluence of the West — at least until about the close of the century. Until 
then, the country was still absorbed in the process of settling and develop- 
ing the vast areas barely touched by the hand of the white man before 1860. 
The construction of transcontinental railroads, which forged ahead of 
settlers and became pioneers in opening up the Far West, hastened its 
settlement. The public land laws made acquisition of this land easier and 
easier. Unlil 1890 at least, the westward surge of population proceeded with 
unabated force — the West was still the land of opportunity. These develop- 
ments facilitated the expansion of agriculture, which was also aided by 
Europe’s growing demand for its products. The development of the West 
was also a major factor in the recurrent panics and thus helped to shape 
much of the monetary history of the period. 

The factor of second importance in shaping economic development during 
this period was the expansion of modern capilalistitj industry, most promi- 
nent in the growth of manufacturing. Hy 1890, manufacturing was making 
a larger net contribution to the national income than agriculture. By 1900, 
imports of manufactures had dwindled to only a small percentage of the 
domestic output and exports were rapidly rising so that, in this field, the 
country could be considered almost self-sutricing. But the rapid spread of 
modern capitalistic industry created new problems that assumed a growing 
prominence in the economic and political life of the nation. These involved 
the relations of labor and capital, the regulalion of railroads, trusts, and 
public utilities, and the control of the business cycle. Their importance was 
emphasized by the growing social consciousness and the demand for eco- 
nomic as well as political democracy. With the advent of the twentieth 
century, these problems had become the leading issues; the development 
of the West had ceased to be the dominating factor in our economic history. 
A new epoch had begun. 

With the disappearance of the frontier and the supply of free fertile 
land, the preliminary work of settling the West and opening up its resources 
had come to an end, as far as it can be said that there is ever any end to 
this process. Thenceforth this process, which from the foundation of the 
colonies had been the most important single factor in shaping the economic 
development of the nation, rapidly dwindled in its influence. Ilow funda- 
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mental and widespread in its effects upon the national economy this change 
was destined to be will appear in the detailed history that follows. The 
twentieth century marks the beginning of a new epoch where new condi- 
tions dominate and problems of a relatively new character come to the 
forefront. 

From the broad point of view, the years between 1815 and the close of 
the century — if a specific year must be named, 1897 might be chosen — 
constitute a single epoch in the country’s economic history that was 
dominated by the opening up of the West. The Civil War is an episode of 
this epoch; but it does not mark any distinct change in the general trend 
of development or in the conditions dominating that development, though 
it did cause minor changes. The chief difference between the periods before 
and after 1860 was that in the latter period the influence of the West 
declined while that of modern capitalistic industry rose until in the new 
epoch after 1900 it became dominant.^ 

Since the new epoch had scarcely got under way before the outbreak of 
the First World War which, together with the process of economic readjust- 
ment, incomplete even in 1939, and the advent of the Second World War, 
largely dominated the course of events so that special chapters are devoted 
to them, the narrative in the topical treatment that follows is not broken 
at 1900 but is carried down to date. As this does not fully stress the sig- 
nificance of the changes that characterized the advent of the new epoch, 
the more important may be noted here. The westward movement of 
population rapidly dwindled after 1890 and practically ceased after 1920. 
Immigration was then drastically restricted and the rate of population 
growth further reduced. Tn the twentieth century, manufacturing c.ame to 
surpass agriculture in the number of people engaged in the pursuit as it 
already had in net value of output; the urban population by 1920 exceeded 
the rural population ; the nation theretofore primarily devoted to farming 
became industrialized. This shift reacted upon foreign commerce, which 

^ Admittedly, most fundamental economic (changes do not take place suddenly, and 
any attempt to set off sharply distinct pt'riods in economic history is bound to he some- 
what arbitrary. Thus something might be said in favor of choosing a date al)out 1850 
rather than 1860 as the dividing point between these two periods. Such a choice would 
be based on two developments: (1) It was not until after 1850 that the reaction of 
railroads upon the national economy became important by providing fair facilities for 
iiitersectional transport by rail. (2) The 1850’s also brought a distinctly more rapid 
growth of manufactures and adoption of factory methods. 

The division of the epoch 1815-1900 in this l)ook into two periods is justified primarily 
by its advantages in exposition. To cover the whole epoch topically and still not lose 
sight of the vital interaction between events in the numerous fields of economic activity 
is impossible without endless repetition. Considerations of exposition and space also 
influence the decision not to divide the narrative account of the period since 1860 into 
two parts at a date around 1900. 
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was greatly altered in character so that the nation was brought into keener 
competition and closer contacts with the rest of the world. Capital ceased 
to be relatively scarce and began to seek foreign outlets; the country became 
a creditor nation; and signs of economic imperialism began to appear. 
Among the industrialized nations, the country retained an unusual degree 
of self-sufficiency, but its increasing participation in the economic life of 
the world made a policy of isolation less and less tenable. Meantime, at 
home the growing pressure of the problems arising from capitalistic industry 
combined with the rising social consciousness compelled the state to assume 
a far more active part in directing the nation’s economic life. 

Taken as a whole, the period after 1860 was one of remarkable economic 
progress in both national power and the standard of living of the people. 
Yet it was at this time that the rate of population growth, which had 
fluctuated around an increase of one-third every decade for nearly two 
centuries, began the decline which by the 1930’s had reduced it to about 
one-fifth of the former rate. The increase in population was less of a factor 
in the economic advance, and the progress in technology and organization 
was more of a factor than had been the case theretofore. This was basic in 
the unprecedentedly rapid rise in the standard of living after 1870 as 
measured by the per capita real income, which was especially marked up 
to 1910, the subsequent gain being tem{>orarily mostly lost in the 1930’s 
(see the chart on page 889). By 1914, the national income exceeded that of 
the United Kingdom, Germany, France, Austria-Hungary, and Italy com- 
bined and the per capita income was well above that in any other great 
nation. The effects of the subsequent world wars tended to increase this 
preeminence. Clearly, the twentieth century, certainly the first half, was 
the century of the United States. 




Chapter XXVIII 

THE PERIOD OF THE CIVIL WAR 


Introduction. The Civil War marks another period when the course of 
economic events was completely dominated by the abnormal conditions 
arising out of war and so requires a separate chapter. The developments of 
these years are significant for the light they throw upon the economic 
problems of war and also because they had relatively enduring reactions 
on various phases of the country’s subsequent economic history. 

Fundamentally, the war originated in the conflicting attitude of different 
sections toward slavery which the dominant group in the South deemed 
essential for its economic progress and the existence of which it felt was 
threatened after Lincoln’s election. This issue brought to ihe front the 
political principle of states’ rights and the question as to the indissoluble 
character of the Union. The conditions of Southern life, the economic 
interests of the South, and its political relations to the rest of the country 
had led that section from an early date, in the desire to protect its interests, 
to adopt the states’ rights point of view. Thus, when the break came, many 
Southerners, whatever their interest in, or attitude toward, slavery, felt 
that this political principle was the main issue involved and took their 
stand with the Confederacy accordingly. This attitude was accentuated by 
the position taken by most Northerners. Though many of those most 
opposed to slavery were quite willing to let the South secede, the great 
majority held that, although some compromise might be possible about 
slavery, there could be none on the question of secession; the Union was 
inviolable and must be preserved. It was primarily for this ideal that the 
North fought. 

Threats of secession were not new nor confined to the South and had 
always originated over endangered economic interests as in the West 
around 1790, in New England in 1814, and South Carolina’s nullification 
of 1832. How fortunate it was during this early period, when ties binding the 
different sections together were so weak, that no more serious conflicts of 
interest arose and such spirit of compromise and mutual sacrifice as existed 
was able to overcome these differences will never be fully appreciated. Such 
a spirit is a basic factor in a nation’s progress, and the United States has 
been most fortunate in that, despite the obstacles of its vast area and 
divergent sectional interests, economic, political, and social conditions 
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have been more favorable to the development of such a spirit than in many 
of the older nations of Europe. Yet it was not sufRciently strong to over- 
come the differences that existed over the question of slavery, and this 
cost the country dearly, both in treasure and ih blood. It would have been 
far cheaper for the nation to buy the slaves and free them. The foresighted 
might have seen that slavery was doomed; economically it was certain to 
become less and less profitable; the steadily rising social conscience con- 
demned it morally. But compromise proved impossible in the heat of 
aroused emotions and the issue was left to a decision by force of arms. 

The Resources of the Confederacy. The population of the states that 
joined the Confederacy was about 9 million including over 3.5 million 
slaves; the states remaining in the Union had 22 million inhabitants. The 
most serious gap in the Confederacy’s economic resources was the lack of 
manufacturing enterprises, the value of manufactured products in those 
states in 1860 being less than a tenth of the country’s total. Of the total 
value of real and personal property in the country, estimated at over $1 6 
billion, the Confederacy had about a third, including an allowance of $2 
billion for the slaves; its share of the national income was doubtless smaller. 
Of the improved land it had a third, a similar proportion of the railroad 
mileage, and a quarter of the capital of incorporated banks, but it owned 
practically no shipping and no navy. It also had to organize a new frame of 
government, but as the model of the Federal Constitution was closely 
followed, except for modifications chiefly to meet states’ rights ideals, that 
problem was met with comparative ease. 

The marked specialization of the South upon agriculture, especially 
cotton, and the resulting dependence upon trade with the rest of the world 
vitally affected the ability of the Confederacy to carry on war. Judged 
simply on the basis of quantity, its economic resources were decidedly 
inferior to those of the Union. The full utilization of even this limited quan- 
tity necessitated the chance to trade with other countries; if that trade were 
cut off, it would prove a most serious, if not fatal, handicap. 

The Confederacy’s hope of success, as far as it depended upon economic 
resources, was based chiefly on Europe’s need for its cotton. In the 1850’s, 
four-fifths of the cotton used in Creat Britain and three-fourths of that used 
on the Continent had been supplied by the South. It was estimated that 
in 1860 4 million people in Great Britain were directly or indirectly de- 
pendent upon cotton; the cutting off of the supply, it was believed, would 
lead Great Britain to recognize the Confederacy and then extend to it 
the material assistance that was needed, though other motives might play a 
part, such as opposition to the protectionism favored by the North and the 
natural willingness of one nation to see another that had been rapidly 
rising in power split in twain. Also many Southerners believed that the 
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North was so dependent upon its cotton and trade that it would not fight 
to prevent secession. This reliance on cotton is well typified by the words 
of a Southern Senator, speaking in 1858, who said, 

Without firing a gun, without drawing a sword, should they make war upon us 
we could bring the whole world to our feet. What would happen if no cotton was 
furnished for three years? I will not stop to depict what everyone can imagine but 
this is certain; England would topple headlong and carry the whole civilized world 
with her. No, you dare not make war upon cotton. No power on earth dares to 
make war on it — cotton is king. 

Yet as events turned out, the power of King Cotton, strong as it was, 
proved unavailing. 

Economic Problems of the Confederacy; Securing War Supplies. 
The problem of securing adequate goods and services for carrying on the 
war was the most difficult one that the Confederacy faced and soon proved 
really insuperable. The undeveloped state of manufacturing was the first 
obstacle; the growing effectiveness of the blockade in cutting oil' foreign 
trade was the second; and the failure to secure recognition and intervention 
by other countries destroyed the final hope of securing assistance from 
outside. 

In France, Napoleon III was prepared to recognize the Confederacy but 
was unwilling to act without England. In England, the upper and most of 
the middle class favored the South for various reasons; but a small group 
of liberals and a considerable group, chiefly nonconformist and antislavery, 
sided with the North. Great Britain’s imports of American cotton had been 
2,580,000 bales in 1860 and 1,841,000 bales in 1861, but fell to only 72,000 
bales in 1862 and remained under 200,000 bales in 1864. An unusual surplus 
stock helped at the start, and by 1864 supplies obtained from other coun- 
tries had so increased that total imports nearly equaled the amount cus- 
tomary before 1859, though the Liverpool price for that year was over 50 
cents a pound. 

It happened, however, that just when the cotton shortage was greatest 
Great Britain found herself in dire need of Northern grain owing to the 
serious wheat-crop shortages of 1860-1862. Great Britain had been im- 
porting about a quarter of her wheat consumption; in the years 1861-1863 
the North, favored with abundant crops, supplied over two-fifths of her 
imports. The probable loss of this food had to be weighed in the balance 
against the possible increase in cotton imports that might follow a recogni- 
tion of the Confederacy. King Cotton found an unexpected rival. Although 
these were important factors, political considerations and the moral issue 
of slavery, made clearer by Lincoln’s Emancipation Proclamation, were 
probably more influential in determining England’s decision not to act. 
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When this became evident by the summer of 1863, the Confederacy’s hope 
of any appreciable aid from abroad rapidly waned. 

Blockade-runners, generally operating from near-by ports like Nassau 
or Havana, soon found great difficulty in getting through, though a few 
succeeded up to the war’s end. Until the fall of Vicksburg in 1863 gave the 
North full control of the Mississippi and cut off the western portion of the 
Confederacy, some supplies were obtained by way of Mexico. Thus the 
Confederacy secured a few of the most urgently needed goods such as small 
anns, munitions of war, salt, blankets, army cloth, shoes, tea, coffee, and 
medical supplies. In return, the blockade-runners carried out cotton and 
some tobacco and turpentine to be sold in payment for the imports. The 
government, the states, and private individuals all took part in this trade. 
In addition, a few ships secretly purchased and fitted out abroad were 
secured to prey upon the North’s shipping. There was also considerable 
trade between the lines in the goods each section most needed. As it was 
seldom that these outside sources began to supply the South’s needs, it 
remained for that section to do the best it could with its own re- 
sources. 

The only manufactures over which the Confederate government sought 
control were those supplying army needs such as arms, ordnance, muni- 
tions, clothing, blankets, tents, shoes, wagons, and harness. In some cases, 
it established its own shops and in others made contracts with private con- 
cerns. Through its power to conscript employees for the army and its con- 
trol over transportation and in some cases over raw materials, the govern- 
ment was in a position to secure these contracts at reasonable prices. Wool, 
iron, salt, and saltpeter were particularly scarce, and especial efforts were 
made to increase the supply — in the case of wool, at least, with little success. 
Another difficulty arose from the lack of both machinery and the facilities 
for making it, to say nothing of the scarcity of skilled labor for running it 
or of labor in general. 

The drain upon the man power of the Confederacy by the army was the 
greatest in the country’s history. Conscription of all male whites from eight- 
een to thirty-five years of age available for service began in April, 1862; 
the upper age limit was soon raised to forty-five; in 1864 those from seven- 
teen to fifty were included. Those whose services were needed elsewhere 
were exempted, but the number exempt was probably reduced to less than 
100,000. The total number of men in the Confederate army is unknown, 
but the most careful estimate is that the army secured the equivalent of 
3 years’ service from over 1,080,000 men.^ Since the total of all white males 
who came within the final limits of military age was probably under 

^ This estimate of T. L. Livermore, though generally considered the most careful, 
may well be exccissive; Southern estimates run lower. 
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1,150,000, this meant that “substantially the entire military population 
of the Confederate states not exempted by law were enrolled in the army.” 

The task of distributing supplies and moving troops was one which the 
railroads of the Confederacy were totally unprepared to perform. There 
were few through lines connecting the different parts of the South; most had 
been built to move goods between the interior and the coast, and use of the 
coaistal waterways was ended by the blockade. Also most of the lines were 
financially weak, poorly constructed, inadequately equipped, and short. 
Often they lacked a physical connection and, even when this existed, they 
had difficulty in working in unity. Nearly all the equipment had been 
supplied from the North and, as it deteriorated or was destroyed, the South 
was seldom able to replace it. Breakdowns, wrecks, and congestion caused 
constant delays. By the middle of 1863, few lines could run more than two 
trains a day; on the main lines it was only at intervals that anything but 
government freight could be transported. The totally inadequate action 
taken by the government was confined largely to securing priority in the 
carriage of troops and supplies and the construction of a few urgently 
needed connecting lines. Action was constantly hampered by the railroads 
and by state or local authorities. 

Another phase of the problem of securing goods and services was that of 
the general direction, control, mobilization, and conservation of the avail- 
able resources — the task of the government. Numerous difficulties blocked 
the efficient performance of this task. The central government being new 
had to perfect its organization and enlist the services of competent men. 
Far more serious was the problem of securing the needed cooperation and 
unity of action, not only among the different branches of the central govern- 
ment but also between that government and the various states. The spirit 
of individualism and emphasis on states’ rights ran contrary to the needed 
high centralization of control. In innumerable instances, especially in North 
Carolina and Ceorgia, the states and their governors hampered the central 
government’s efforts to secure greater efficiency. Finally, the methods 
adopted for financing the war, as will be explained later, tended to increase 
the scarcity of supplies and the difficulty in obtaining them. 

That under such circumstances the results of the effort to secure supplies 
fell far short of the needs is not surprising. As far as small arms, ordnance, 
and ammunition were concerned, the army was fairly well supplied, either 
by imports or home production, though in the latter years the ordnance 
was inferior to that of the North. The supply of woolen clothing and 
blankets, after the first year or two, was most inadequate and the same was 
true of shoes, medical supplies, and instruments. In the South as a whole, 
food was adequate, except for such imported products as coffee, tea, and 
salt; the chief difficulty was to get the supplies to the army at the time and 
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place needed. Lee’s army in Virginia during the last of the war suffered 
most from this difficulty, though Sherman’s troops marching through 
Georgia found supplies plentiful. Throughout the war, the inadequacy of 
the railroad system and its rapid deterioration seriously hampered the 
movement of both troops and supplies. Thus not only the lack of certain 
resources but the failure to make the best use of those available, owing to 
inadequate organization, proved very serious obstacles to success. 

Financing the War in the Confederacy. The limited financial re- 
sources of the Confederacy and the heavy cost of the war made the problem 
of finance a most difficult one at bast. Yet, admitting the difficulties, the 
methods adopted were very shortsighted and for the most part tended to 
increase rather than to minimize the obstacles in the way of a successful 
outcome. In many respects, they closely resembled those of the Revolution, 
though conditions ought to have made the mobilization of financial re- 
sources much easier. 

The outstanding defects, as usual, were the unwillingness to resort to 
effective taxation and, in consequence, the general reliance upon borrowing 
and the issue of papeT money. Among the indirect taxes levied, the export 
duty on cotton yielded practically nothing and the tariff duties barely $1 
million, specie value, during the whole war. A direct tax of per cent on 
most property yielded only $18 million, and less than a tenth of this was 
secured from taxation since each state was allowed to assume its quota, and 
most raised it by borrowing. Up to the end of 1862, less than 4 per cent of 
the government’s receipts came from taxes and not until April, 1863, was 
there even an attempt at fairly heavy taxation. Then taxes were levied 
on various products, money and deposits, certain wholesaling profits, 
income, and on various occupations, trades, and lines of business, along 
with a tithe on agricultural products. Up to October, 1864, over $100 million 
in currency was obtained under this act, but the specie value w as probably 
only $5 million. The tithe on farm products, being payable in kind instead of 
depreciated currency, aroused particular opposition; production was cut, 
crops were concealed, collection was inefficient, and much of the actual 
proceeds was wasted because of inadequate storage or distribution facilities. 
The last year of the war brought increased taxes but owing to concessions, 
poor collection, and depreciation of the currency the net proceeds were 
small. 

Lacking appreciable tax receipts, the government fell back upon borrow- 
ing and the issue of notes, mainly the latter. After the first sale of $15 
million of bonds, which provided over half of all its specie receipts, the 
government found the greatest difficulty in disposing of later issues. Bonds 
were offered in exchange for staple farm products, chiefly cotton, though 
some army supplies were so obtained. Of some 430,000 bales of cotton thus 
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obtained only 20,000 could be exported. This cotton was used as security for 
the only loan floated abroad, a loan for $15 million sold in 1863 which netted 
less than half that sum. From 1862 on, the growing fear of defeat made 
bond sales harder and was reflected in the preference for notes rather than 
bonds, chiefly because they could be more easily and quickly disposed of. 

The failure to sell more bonds simply led to larger note issues and, when 
the resulting depreciation became serious, measures were adopted, first, to 
induce and, later, to compel people to exchange the paper notes for bonds. 
Under acts of October, 1862, and March, 1863, $126 million of the notes 
were thus funded. The relief was brief, for new notes were issued faster 
than the old notes were retired. In February, 1864, a more drastic law 
practically compelled most noteholders either to exchange their notes for 
bonds, or for new notes at two-thirds of par, or else to pay taxes designecl 
to drive the notes out of existence. Though possibly $300 million of notes 
were funded, new issues soon raised the outstanding notes to still higher 
figures. It was in this way that most of the bonds issued during the last 
half of the war were put out, the receipts from voluntary sales being negligi- 
ble. 

The lack of success in selling bonds is clearly reflected in the last full 
statement of Confederate finances made for October, 1864. Of the total 
debt of $1,371 million only $362 million was represented by bonds; the rest 
consisted of note issues. Furthermore, as two-thirds of the bonds had been 
issued to refund notes, only about $125 million represented voluntary 
domestic purchases of bonds. Though interest was paid on the bonds fairly 
regularly, after the first year it was paid in the depreciated notes. The 
weakness of the Confederacy’s credit is reflected in the sale of its 8 per cent 
bonds at the rate of about 10 cents in gold on the dollar before the close 
of 1863 and at less than half this in 1864. In 1865, in the utter hopelessness 
of its credit, the government called on the people for gifts. 

Financing chiefly by note issues meant practically a forced loan and an 
indirect type of taxation. The notes or certificates put out took various 
forms; some bore interest, but most did not and served simply as paper 
money. Though never made legal tender, they were generally accepted. 
The changes in the outstanding issue can only be approximated. Professor 
Schwab estimated the amount at over $30 million at the close of 1861 and 
$450 million a year later. In spite of the refunding in 1863, the total had 
risen to over $700 million in the fall of that year. Though still more were 
refunded in 1864, the amount outstanding before the end must have been 
well over $1 billion. 

The premium on gold in terms of this currency fluctuated with the quan- 
tity outstanding and the prospect of Confederate success. It reached 50 
per cent in April, 1862; 300 per cent in January, 1863; and 2,300 per cent 
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in February, 1864, after which there was a slight decline followed by a rise 
to 6,100 per cent in March, 1865, just before the final collapse. The currency 
prices of commodities rose with the premium on gold but they went to a 
higher level. The price of any given commodity was of course also afiecled 
by its own conditions of demand and supply- Thus the great staples, cotton 
and tobacco, rose less than the gold premium and imported commodities, 
like coffee, much more. Meats and cereals sold at a level which, reduced 
to a gold basis, was not ordinarily much above the prewar level, though 
there were marked sectional variations. This policy of financing the war 
so largely by note issues only aggravated the difficulties that beset the 
government; it enormously increased the cost of the war, resulted in gross 
inequalities in the distribution of the burden involved, and accentuated the 
disorganization in the economic life of the South. As one writer says, even 
admitting the great difficulties of the situation, it is hard to see how a worse 
policy than that chosen was possible. 

In the case of the individual states, the financial policy appears to have 
been very similar, though adequate information on the subject is not avail- 
able. At first many states, to lessen the people’s hardships, postponed the 
collection of even the normal state taxes. Though taxes were frequently 
increased, the increase failed to keep pace with the depreciation of the 
currency in which they were paid so that, in terms of gold, the receipts 
were often less than before the war. So the states also fell back upon the 
issue of bonds and notes, chiefly the latter, which simply augmented the 
mass of depreciated paper money. There seemed to be no appreciation of 
the fact that a country that finances its own war cannot as a whole escape 
or postpone the burden involved by refusing to levy taxes. 

The Reaction upon the Economic Life of the Confederacy. The 
marked economic specialization of the South, with the resulting great 
dependence upon trade with the rest of the world, naturally accentuated the 
disorganization in the economic life of that section when practically all 
this trade was cut off. The loss of the market for its staples undermined the 
center of the foundation upon which most of the trade and the financial 
institutions of the South had been built up. The resources devoted to non- 
exportable cotton and tobacco then represented a loss and so had, if 
possible, to be shifted to the production of other things for which there was 
urgent need. Despite active governmental pressure, the planters were slow 
to make a shift. By 1863, the cotton crop had probably been cut to under a 
million bales and in each of the two following years fell to about half that, 
as compared with 4.5 million bales in 1860, though that was much the 
largest on record. The mistaken policy of the government in impressing 
foodstuffs at prices fixed below the market value only tended to check 
such a shift and, in addition, slave labor was not easily diverted to other 
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crops. Throughout the war, the slaves generally continued peacefully at 
their work with only a minimum of supervision. 

The cutting off of trade also produced a scarcity of many goods needed 
by civilians, notably iron, coal, paper, salt, coffee, tea, sugar, drugs, soap, 
and candles. In part, these needs were met by blockade-running, trade 
across the lines, or the development of local manufactures. Food necessities 
were fairly abundant except where the armies were operating. 

The ceaseless outpouring of paper money also had its seriously disturbing 
effects upon the civilian population. A new element of risk was injected into 
all financial transactions; speculation was encouraged, and the scarcity of 
goods increased. The outcry against the profiteer became general, and there 
were constant efforts to check speculation and regulate prices, but they 
met with little success. Wages rose more slowly than prices and salaries 
still more slowly, thus putting an unequal burden on the classes dependent 
upon such sources of income. Men deserted the army to save their families 
from destitution, since their army pay, first fixed at $1 1 a month for privates 
and increased to only $18 a month in 1864, became almost worthless. 
Creditors and those dependent on fixed incomes suffered correspondingly. 
The well-known story of the individual who said that at the beginning of 
the war he went to market with his money in his pocket and brought home 
his purchases in a basket but at the end he carried his money to market 
in the basket and returned with his purchases in his pocket, suggests a 
situation that proved only too tragic for many a Southern household. 

On no occasion in our history has war caused such disorganization and 
change in the economic life or entailed such burdens and sacrifices as did 
the Civil War in the South. When it ended, the South was left prostrate; 
fortunes had been swept away, much of the accumulated capital had been 
used up or destroyed, and the ranks of Southern manhood had been deci- 
mated. The labors of a generation were required for recovery. 

The North during the War; the Problem of Supplies. The varied 
material resources of the North combined with the substantial development 
of manufacturing and free access to the world’s markets made the problem 
of securing war supplies much less difficult than in the Confederacy. With 
such resources available, the main problem was to secure efficient mobiliza- 
tion, coordination, and direction of the economic activities necessary to 
produce and distribute the required supplies. Speed in such action might 
have considerably shortened the war, but the North was extremely slow 
in realizing the size of the task that confronted it and lost such advantage 
as it might otherwise have obtained. The delay in getting a large army 
into the field gave more time to make the shifts in production needed to 
secure supplies. 

The North had far more ready capital available than the South; and. 
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though the drain of men into the army created some shortage of labor, it 
was nothing like that in the Confederacy and was alleviated by immigra- 
tion and the rapid introduction of laborsaving machinery. With few excep- 
tions, the government was content to rely on private contracts for securing 
its supplies, and inadequate supervision of these led to much fraud and 
corruption. The government did establish factories to make clothing, 
medical supplies, and bakery products, as well as packing plants, and added 
to its existing arsenals and navy yards; but it exercised less control over 
supplies and production than the Confederacy. During the first year, cxm- 
siderable quantities of small arms, ammunition, and uniforms were ob- 
tained from Europe, but domestic production soon caught up with the 
needs. Thanks to the construction of the 1850’s, the railroads were fairly 
well prepared for the emergency, and the troops and supplies were generally 
transported with efficiency. Though the government was authorized to 
take over the railroad and telegraph systems in 1862, its general policy was 
to guide rather than to assume operations, except in the zone of warfare, 
and there it undertook considerable construction. Under the efficient 
administration of Secretary Welles, the navy was built up from 42 vessels 
to over 670 in December, 1864. After Stanton became Secretary of War in 
January, 1862, this department was also vigorously managed. 

The number of men in the army rose from 16,000 at the start to over 
900,000 by January, 1863, and at the close was over a million. It has been 
estimated that, allowing for the shorter term of service, the Union army 
averaged about 50 per cent more men than that of the Confederacy. After 
the first year, the needs of the army were generally met ; Rhodes concluded 
that “a mass of evidence warrants the statement that never had an army 
been so well supplied with food and clothing as was that of the North; 
never before were the comfort and welfare of the men so well looked after.” 

The Financing of the War by the North, At the start, the North, 
like the South, made slight provision for taxation and relied mainly upon 
borrowing and note issues. Later, as the seriousness of the struggle and its 
cost became better appreciated, a sounder and more vigorous policy was 
adopted, though the results were meager until near the end. As late as 
1864, Secretary Chase felt by no means certain that the financial resources 
of the North would hold out until victory was attained. 

Although the Morrill Tariff, raising duties because of the deficit, was not 
passed until March, 1861, there was no effort to prepare for the obvious 
fiscal needs of the emergency and on the outbreak of war in April the 
government had to borrow. When Congress met in special session in July, 
Secretary Chase, estimating an outlay of $320 million for the fiscal year, 
proposed to meet the extraordinary expenses by borrowing and to raise 
$80 million to cover ordinary expenses and the debt service by taxation. 
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Congress increased a few customs duties, levied a direct tax of $20 million 
and a tax of 3 per cent on incomes in excess of $800 a year, but too late to 
secure much revenue during that fiscal year. A loan of $250 million was 
authorized in the form of bonds or notes and of this $50 million might be 
noninterest-bearing demand notes, that is, paper money. The banks agreed 
to take $150 million 3-year notes bearing 7.3 per cent interest. As Chase 
unfortunately insisted that payment be made in specie and refused to allow 
the proceeds to be left on deposit with the banks to be drawn against as 
needed, the strain on the banks forced them to suspend specie payments in 
December, 1861, and the government then followed suit. 

Early in 1862, Congress authorized an issue of $500 million 6 per cent 
bonds as well as $150 million legal-tender notes, including the previously 
authorized demand notes, which were made convertible into the bonds. 
As few of the bonds could be sold. Chase insisting that they must n(>t be 
sold below par, the treasury fell back upon short-term notes or certificates 
of deposit and the issue of legal-tender notes, which came to be known 
as “greenbacks.” The fact that during the fiscal year ending June 30, 1862, 
barely $50 million was received from taxes, practically all from customs 
duties, though the net borrowing was nearly nine times as great, shows the 
slight effort at taxation. 

In July, 1862, spurred on by an unusual popular protest against such a 
weak financial policy. Congress acted with greater vigor and from then on 
there was steady improvement. Income tax rates were raised, internal 
revenue taxes were extended to a great variety of objects and, partly to 
offset the latter, a new tariff law raised the rates on dutiable goods to a 
general level of 37 per cent. In consequence, the fiscal year ending in 1863 
showed over $100 million received from taxation (nearly two-thirds from 
customs duties), as against net borrowing of 5J^ times that sum. 

Though the need for more taxes to sustain the credit of the government 
was clear, the process of framing new laws, as usual, proceeded very slowly, 
and it was not until the middle of 1864 that considerable increases were 
enacted. Then, many new internal revenue taxes were imposed and old 
rates raised until, as it was later said, “Nothing was omitted, from the raw 
product to the finished commodity. Often an article received a half-dozen 
additions ere it reached the consumer.” To offset these domestic taxes, 
provide more protection, and secure more revenue, another sweeping ad- 
vance in customs duties was made, raising the average rate on dutiable 
goods to 47 per cent, or more than twice that of 1860. Finally, in 1865, 
inconae tax rates were again raised; incomes between $600 and $5,000, 
certain items excepted, were taxed 5 per cent and those above that 10 per 
cent. Though the income tax ultimately yielded a total of nearly $350 
million, barely $50 million of this was received before the war ended. For 
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the fiscal year 1864, the receipts from taxes rose to $212 million and for 
1865 to nearly $300 million. In the latter year, the net borrowing was less 
than three times the tax receipts, reflecting the results of the more vigorous 
financial policy adopted. 

Meanwhile, however, the delay in enacting tax laws and in getting 
returns from them had forced resort to more borrowing and paper money 
issues. In July, 1862, another $150 million of greenbacks was authorized, a 
portion in denominations as low as $1, and early in 1863 a third $150 million. 
Though Chase never favored these issues, neither he nor Congress took the 
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action needed to avoid them. Fortunately this marked the end of new 
issues; but almost the whole amount authorized remained in circulation, 
since they were all reissuable on receipt by the government, and few of the 
first two issues were converted into bonds before this privilege was taken 
away in July, 1863. The resulting redundancy of the circulating medium 
drove all specie out of circulation, put gold at a premium, and caused a 
marked rise in prices. 

Until June, 1862, the premium on gold was slight, but by the following 
January it had risen to 45 per cent, about which point it fluctuated, except 
for a brief drop after the July victories, until the close of the year. In 1864, 
there was a rapid rise to over 150 per cent in midsummer when the outcome 
of the war still appeared so uncertain. As the end came, the premium had 
fallen to around 50 per cent, but more than 13 years passed before it 
entirely disappeared. The movements in the general price level were very 
similar to those of the premium on gold, though slower and more moderate. 
The peak of wholesale prices was reached in January, 1865, at about double 
the level of 1860. The resort to paper money, according to Mitchell’s careful 
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estimates, increased the cost of the war nearly $600 million or over one-fifth 
of the debt incurred, not to mention its other unfortunate effects. 

The difficulties in selling bonds, largely responsible for the increased 
greenback issues, were partly overcome by the loan act of March, 1863, 
which modified the terms of sale. Under the direction of Jay Cooke, an 
elaborate campaign for selling bonds direct to the people, like the recent 



Fig. 32. Index number of wholesale prices since 1860. {Based on Warren and Pearson 
and Bureau of I^hor indices, 1910-1914 = 100.) 


war-loan drives, was adopted with great success, nearly $400 million being 
sold. The victories at Vicksburg and Gettysburg and the strengthening of 
the government’s credit by the new tax laws also promoted sales. At the 
same time, the banks took a considerable quantity of short-term notes. A 
new market for government bonds was created by the establishment of the 
national banking system under the acts of February, 1863, and June, 1864. 
National banks were required to invest a minimum of $30,000 and not less 
than one-third of their paid-up capital in these bonds; also their note 
issues and government deposits had to be secured by these bonds. The 
early results proved very disappointing, the banks taking barely $1 6 million 
up to the end of 1863. After changes in the law in 1864 made the system 
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more attractive, the amount increased rapidly and reached $236 million 
in June, 1865. 

In March, 1864, when new loans were authorized. Chase fixed the interest 
rate at only 5 per cent and, although this interest like that on other govern- 
ment bonds was paid in specie, it proved so hard to sell the bonds that he 
again fell back on short-term borrowing. By this time, the dangers in 
excessive short-time borrowing were being realized, for notes were maturing 
and it was necessary to make provision for their payment or refunding 
along with new borrowing. The total expenses of the government, excluding 
debt redemption, for the year ending in June, 1864, were $865 million; the 
total debt then stood at $1,800 million. At this time, Secretary Chase 
resigned and Senator Fessenden, an abler financier who succeeded him, 
adopted a more vigorous policy. 

Under a new loan act with more liberal terms combined with the im- 
proved military outlook and a second resort to the services of Jay Cooke, 
the Treasury succeeded in borrowing over $1,450 million during the next 
fiscal year. The total expenses for the year were nearly $1,300 million, and 
at its close the total debt was almost $2,700 million. During the 4 years 
ending in June, 1865, the government spent over $3,300 million, but tax 
receipts provided only a fifth of this sum. 

State and local political units also incurred war expenditures, especially 
for soldiers’ bounties, but also to aid soldiers’ families, and at the start to 
provide ecjuipment. The Federal government reimbursed them over $55 
million for outlays on the last item. The total war outlay of these units 
has been variously estimated at between $300 and $500 million, and borrow- 
ing seems to have provided the greater portion. The states, led by an 
unusually able group of governors, generally cooperated well with the 
Federal authorities. The outstanding mistakes in financing the w^ar were 
the failure to tax promptly and vigorously, the use of paper money with 
all its attendant evils, too extensive borrowing on short time — 60 per cent 
of the total borrowing — and a failure to arrange the methods and terms of 
financing so as to facilitate the securing of funds and at the same time 
produce the minimum of disturbance in the country’s business. 

War’s Reaction upon the Economic Life of the North. The war 
involved no such general disorganization in the economic life of the North 
as in that of the South. The outstanding redactions were those incident to 
the abnormal demands of war and the related shifting of production, the 
scarcity of labor resulting from the army’s requirements, the drain of 
capital by government financing, and the inflation of the currency. 

When Lincoln was elected and the secession movement started, business 
received a setback and the financial situation became acute. In New York 
and Boston, resort to clearinghouse loan certificates provided some relief. 
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but from Philadelphia south and west to St. Louis, except in New Orleans 
and Kentucky, most banks suspended. Though sharp, the panic was brief, 
and the effect upon general business slight. The first year of the war with 
its uncertainties and readjustments was a poor one for business in general. 
The repudiation of Southern debts due the North caused many failures, 
and the close of 1861 brought the general suspension of specie payments. 
People acted with caution, and a spirit of thrift and moderation pre- 
vailed. 

By the autumn of 1862, this phase had passed; the enormous demand for 
war supplies gave rise to great industrial activity, which was further stimu- 
lated by the general advance in prices, and full employment. From that 
time until the end, agriculture, manufacturing, and trade flourished, profits 
were high, failures almost ceased, speculation was rampant, extravagant 
expenditure became widespread, and fortunes were quickly made, often 
to be swept away in the losses that followed the return of peace. Many 
suffered seriously, but silently and unnoticed, from the inflation; yet the 
general appearance and atmosphere seemed to betoken great prosperity. 

In agriculture the crops were generally excellent, often larger than ever 
before, and the army needs combined with the years of short crops abroad 
and inflation gave the farmers high prices. The scarcity of farm labor was 
in part overcome by the rapid introduction of farm machinery and the 
increased work of those remaining at home. Mining and lumbering pros- 
pered from the same causes. Manufacturing in general flourished, especially 
the branches turning out war supplies; others benefited by the increase in 
tariff duties, which often exceeded the internal revenue taxes and so pro- 
vided more protection; still others gained from the current extravagance 
in expenditures. Trade benefited from both increased volume and, the rapid 
advance in prices. Traffic on the railroads was greater than ever before, 
and railroad stocks mounted rapidly with increased dividends. Railroad 
construction declined, but the war gave the needed impetus to get land 
grants for the transcontinental lines. The telegraph system was rapidly 
expanded, including a line to San Francisco. To escape the danger of 
capture by the Confederate cruisers and get a share of the neutral carrying 
trade, nearly 1,000 vessels were transferred to the British flag so that by 
the end of the war American ships were carrying lesjs than a third of the 
value of our foreign trade as compared with two-thirds in 1860. 

The establishment of the national banking system during the war initi- 
ated a new period in our banking history. This action was only in part a 
product of wartime needs and was due chiefly to the defects in the existing 
state systems. Secretary Chase, vividly impressed with these evils through 
his own experience in Ohio, proposed such a system to Congress in Decem- 
ber, 1861, but the National Banking Act was not passed until February, 
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1863. So few banks were organized under this law that another act was 
passed in June, 1864, designed to make the system more attractive and 
remedy some defects; the states also enacted legislation to facilitate the 
shift of their banks to the national system. A rapid increase resulted raising 
the number of national banks to 642 by the first of 1865. These had a note 
circulation of $66 million and held $176 million of government bonds. To 
hasten the process of conversion and to eliminate the troublesome state 
bank notes. Congress in March, 1865, imposed a tax of 10 per cent annually 
on these notes, effective from July 1, 1866. As this rate was prohibitive, 
the notes disappeared from circulation, much to the country’s benefit. 
Since the national banking laws are significant chiefly for their effects upon 
the subsequent banking development; a consideration of their main pro- 
visions is best postponed to the chapter devoted to that subject. 

Although complete figures are lacking, it appears that the general policy 
of the state banks during the war, though at times, as in 1862 and 1864, 
threatening overextension, was not reckless, in spite of the dangers opened 
up by the suspension of specie payments and the strain put upon the 
banks to meet the financial needs of the time. The increase in the quantity 
of money in circulation from $435 million, or $13.85 per capita, in 1860, to 
$714 million, or $20.57 per capita, in 1865, was due chiefly to the greenback 
issues; the net increase in bank notes, national and state, was probably 
not much over $100 million. The large volume of financing combined with 
fairly high interest rates made bank profits high. 

The suspension of specie payments followed by the excessive issue of 
greenbacks drove all specie out of circulation. When even the small change 
disappeared in 1862, resort was had to individual issues of small notes and 
shinplasters till Congress prohibited them and provided a form of postage 
stamp for the purpose and then, in 1863, authorized the issue of fractional 
notes known as “scrip.” Since gold was still required for certain purposes 
such as payment of customs duties, foreign debts, and interest on govern- 
ment bonds, a gold market sprang up in New York to meet the need. The 
popular notion that the speculative dealings were largely responsible for 
the high premium on gold led to a law prohibiting them in 1864. Since this 
deprived business of a really useful, even if not ideal, institution, it only 
made matters worse, and the law was quickly repealed. 

Fortunately for the country, the balance of international payments was 
such that there was no appreciable loss of specie during the war. The loss 
of the large exports of cotton after 1861 might have produced serious 
difficulties, but it was partly offset by increased exports of foodstuffs, so 
the value of total exports for the 5 years ending in June, 1865, was only 
about a third less than for the preceding five years. Imports for the same 
period declined about a fifth so that the unfavorable balance of trade 
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totaled some $340 million. With the loss of ships, the balance of shipping 
charges was shifted from the credit to the debit side of the international 
account; but this was offset by the proceeds from the sale of ships abroad. 
At first many European holdings of American securities were resold to this 
country; however, beginning in 1836, a foreign demand for government 
bonds arose which increased as the premium on gold advanced and the 
prospects of a Northern victory improved. As a result, the net outflow of 
specie for the 5-year period was barely $200 million. Aided by a continued 
migration to the mines — said to have been 150,000 in 1864 — the domestic 
production of gold and silver for the 5-year period was $250 million and the 
total coinage $185 million. Thus the country went through the war without 
any appreciable decrease in its supply of specie. 

In general, the condition of the laboring class was adversely affected by 
wartime events. Though retail prices rose more slowly than whoh^salc 
prices, the median was about 75 per cent above the 1860 level in 1865; the 
increase in the cost of living was still less, due chiefly to the slow rise in 
rents, being about 65 per cent. Wage rates lagged farther behind and in- 
creased only 50 per cent, though there was fuller employment. It was not 
until 1863 that any advance in the general wage level occurred, though 
in 1864 it was fairly rapid and employment more universal. Except for 
1862, immigration continued unabated and for the 5 years totaled over 
700,000, thus helping to offset the drain of men into the army. The rising 
cost of living gave an impetus to the organization of labor, especially in 
1863-1864. Numerous strikes occurred, chiefly for higher wages, and most 
were successful. Local trades’ assemblies took an active part in this move- 
ment and by 1865 were to be found in all important industrial centers, 
though they met with increasing opposition from employers’ organizations. 
Consumers’ cooperation received some stimulus in the effort to cut living 
costs. 

Though the war entailed no such disorganization of the business life, 
such sweeping changes in the distribution of wealth, or such heavy sacrifices 
in the North as it did in the South, its effects were not over with the return 
of peace. The painful process of economic readjustment and deflation lasted 
for 13 years; the vexing problems of political reconstruction took nearly as 
long. An enormous debt had been created; to pay the interest on it, reduce 
til 3 principal, and provide pensions necessitated heavy taxes. The con- 
troversy over retirement of the greenbacks and resumption of specie pay- 
ment created prolonged financial uncertainty. Since slavery had been 
abolished, that source of sectional discord had been eliminated, though 
at a frightful cost; but there remained the problems of the freedmen and 
the economic reconstruction of the South. Most important of all, the Union 
had been preserved. Although conflicts of sectional interests did not, and 
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could not be expected to, disappear, the serious threat of secession never 
again was made. 

The subsequent economic development of the country, to which we 
now turn, played no small part in promoting* this result, for the steadily 
increasing interdependence of the different sections and the resulting larger 
stake of each in the well-being of the whole tended to unite all in a bond 
of common interests to a greater degree than ever. At the same time, this 
development increased the number of national problems that could be 
dealt with effectively only by a power as broad as that of the Federal 
government. That that power was now firmly established, even though 
subject to the limitations of a Constitution drawn up at a time when many 
of these problems were undreamed of, was of no small advantage in helping 
to solve them. The whole trend of the world’s development teaches that 
progress — economic, political, and social — lies in the direction of steadily 
increasing the varied forms of cooperation among mankind throughout the 
world. Secession ran contrary to such cooperation ; the maintenance of the 
Union, assuming that it could be governed with wisdom and a spirit of 
mutual sacrifice for the commonweal, was in the line of social progress. 




Chapter XXIX 


POPULATION GROWTH AND MOVEMENTS 
AND THE PUBLIC LANDS 


Introduction. War weary, the whole nation welcomed the end of the 
fratricidal strife and returned to peacetime activities with their problems 
of readjustment. The population continued to grow at a rapid but, most 
significantly, at a steadily declining rate; immigrants poured in as never 
before till the flow was checked; the vast areas of the West, still unsettled, 
continued to provide economic opportunity and to draw settlers from the 
East; the task of opening up and developing the nation’s rich resources 
was again resumed. 

Vast as was the expanse of fertile land, it was not unlimited. Aided by 
the growth of population, the free homestead law, and the building of 
transcontinental railroads, this land was taken up more rapidly than ever 
before until the time came, about the last decade of the century, when the 
supply of free fertile land suitable for ordinary methods of cultivation had 
practically come to an end. The frontier had disappeared; the preliminary 
task of settling the land and opening up its resources was finished. This 
marked the end of one great epoch in the nation’s economic history, and 
the twentieth century ushered in another dominated by new problems. Its 
widespreading reactions can be understood only as the full record of the 
period is unfolded; here it can be noted that it was a factor in the shifts of 
the public land policy toward conservation of the natural resources and 
in the immigration policy toward drastic restriction. 

The Growth of Population. The outstanding fact in the history of 
population growth during this period is the decline in the rate of growth, 
though it still remained relatively high until the First World War. Previous 
to 1860, the rate of increase had averaged more than a third per decade; 
for 1860-1890 it averaged a little more than a quarter per decade; then fell 
to a fifth, 1890-1910, to 15 per cent in the next two decades, and to only 7.4 
per cent in 1930-1940, or little more than one-fifth of the rate prevailing 
for the two centuries before 1860, though the rate for the 1940’s will be 
somewhat higher, the increase up to 1948 being over 10 per cent (see the 
chart on page 450). As a result, the total population of continental United 
States rose to 50 million in 1880 and over 131 million in 1940 ; the estimate 
for January, 1948, was over 145 million. As the chart on page 416 indicates, 
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the United States had surpassed France in population before 1870 and 
Germany before 1880. The only other countries having a greater population 
today, if we do not count the British Empire as a unit, are China, India, 
and Russia. 

The basic economic and political importance of this growth in population 
can scarcely be too strongly emphasized. Writing about it over 60 years 
ago when the population was barely a third of what it is today, an English- 
man, Sir Robert GifFen, remarked: 
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Fig. 33. Total population of the United States, urban and rural, since 1790. 

The phenomenon is also without a precedent in history. There has been no such 
increase of population anywhere on a similar scale, and above all no such increase 
of a highly civiKzed and richly fed population. The increase is not only unprece- 
dented in numbers, but it is an increase of the most expensively living population 
that has ever been in the world. . . . [It] is perhaps the greatest political and eco- 
nomic fact of the age. The fact has altered in the first place the whole idea of the 
balance of power of the European nations. ... Now the idea of a new Europe 
on the other side of the Atlantic affects every speculation, however much the new 
people keep themselves aloof from European politics. . . . European governments 
can no longer have the notion that they are playing the first part on the stage of 
the world’s political history. And this sense of being dwarfed will probably increase 
in time.i 



Giffen, Robert, ‘‘Economic Inquiries and Studies,” II, p. 22, Ix)ndon, 1904. 
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Even though the rale of increase declined, subsequent developments well 
justified the great importance attributed to it by this statement. 

The density of population, however, still remained far below that of the 
more advanced countries of western Europe. In 1940, the United States 
had 44 inhabitants per square mile as compared with 490 in the United 
Kingdom, 352 in Germany, 197 in France, and 712 in Belgium. Since the 
large portion of this country made up of the semiarid West is incapable of 
supporting a dense population, a comparison between the region to the 



Fig. 34. The rate of population growth, 1610-1938. {Reproduced from National Industrial 
Conference Boards **Studi€s in Enterprise and Social Progress.^") 

east and western European countries is sounder. In the region included in 
the tier of states from Louisiana north to Minnesota and eastward to the 
Atlantic, which includes little more than a third of the land area but four- 
fifths of the population, the density in 1940 was only 90 per square mile. 
Thus the population in this region could be more than doubled before 
reaching the density existing in France. The population per square mile of 
arable land about 1938 was estimated at 259 in the United States, 524 in 
France, 927 in Germany, and 2,421 in Great Britain. Among the individual 
states there were only ten where the density rose to over 100 per square 
mile of total area, all but Ohio and Illinois bordering on the Atlantic; there 
wore only three. New Jersey, Massachusetts, and Rhode Island, where it 
rose to over 500, the highest figure, 667, being reached in the last named. 
Though other factors enter into the problem, it is obvious that the possi- 
bilities for growth of population are still very great. However, as will be 
explained later, the likelihood of attaining any such density as prevails in 
western Europe, even east of the Mississippi, seems very remote. The low 
ratio of population to natural resources, which is suggested, though not 
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accurately measured, by the low density of population, has been a basic 
factor in facilitating the attainment of the country’s high standard of living. 

This growth of population was the net product of the birth rate, the death 
rate, immigration, and emigration, to which wte now turn. 

Immigration and Emigration. The annual influx of immigrants is 
shown by the chart on this page. The fluctuations coincided closely with 
those of the business cycle, but the trend was steadily upward until, in the 
decade 1905-1914, the number averaged a million a year. Nearly a third 
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Fig. 35. Immigration into the United States since 1820. 


of all the 32 million immigrants between 1820 and 1914 arrived during this 
decade. The war cut off this influx, and the subsequent severely restrictive 
legislation drastically reduced the peacetime inflow. 

Returns showing the number of emigrants are not available before 1908. 
Tt is clear, however, that during this period there was a marked increase 
in the number of immigrants who subsequently returned to Europe. These 
so-called “birds of passage” increased in number with the growth of immi- 
gration from southern and eastern Europe. Statistics indicate that since 
1908 the number of aliens who emigrated was about one-third of the number 
of immigrants. A new feature was the emigration of native Americans, 
chiefly from the Middle West, to take up cheaper land in western Canada, 
which assumed large proportions in the decade after 1900. 

Despite the large influx after 1900, the Census of 1920 showed the same 
proportion of foreign-born in the population as in 1860, that is 13 per cent, 
but by 1940 it had dropped to 8.8 per cent. It has sometimes been asserted 
that the increase in the foreign-born population has been at the expense 
of the native-born ; that had there been no immigration, there would have 
been just as great an increase in the total population. Although the influx 
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of immigrants may have had a tendency to check the growth of the native 
population, it seems highly improbable that, under the conditions existing 
during the nineteenth century, this tendency was of sufficient influence to 
have had an appreciable effect. An attempt to estimate the amount of the 
growth in the country’s population that was due immediately to immigrant 
arrivals made by Thompson and Whelpton indicated that it was about 5 
per cent from 1800 to 1830, 15 per cent from 1830 to 1840, averaged around 
one-third from 1840 to 1910, and in the next two decades fell to a little over 
one-fifth. 

The “New Immigration/^ An outstanding feature of this period was 
the change in the countries from which most immigrants came. Previous 
to 1865, practically all had come from northwestern Europe, chiefly from 
the United Kingdom and Germany; they were of substantially the same 
origin and stock as those that had settled the colonies. From that date 
down to 1914, there was a steadily increasing proportion from the countries 
of southern and eastern Europe making up what has been called the “new 
immigration” and sometimes dated from 1883. Until that year, though 
marked fluctuations occurred, there was no decline in the absolute number 
coming from northwestern Europe; the largest number on record, over 
560,000, came in 1882. Most came from the United Kingdom and Germany, 
but after 1880 there was a considerable influx from the Scandinavian 
countries. After 1882, however, the number steadily declined, the greatest 
drop being among the Germans. 

Meanwhile the inflow from southern and eastern Europe was steadily 
rising. Only once above 1,000 in any year before 1850 and never over 4,000 
until 1869, it was always above 100,000 after 1886 and reached nearly a 
million in 1907. Italy, Austria-Hungary, and Russia contributed by far 
the greater portion of this new immigration. This group, never as high as 3 
per cent of all immigrants until after 1870, was regularly between two- 
thirds and three-quarters of the total from 1898 to 1914. The proportion 
coming from the countries of the “old immigration” fell to between a fifth 
and a quarter of the total. The chart on page 454, covering the 100 years 
preceding the adoption of drastic restriction in 1921, shows the total con- 
tribution of each of the leading countries to the immigrant stream during 
that century. The contribution of countries outside of Europe has been 
slight, less than a tenth of the total. 

In the migration between 1860 and 1914, economic motives were even 
more predominant than before, though the desire for greater political 
freedom and the wish to avoid military service or to escape religious perse- 
cution still exercised some influence. By the period 1900-1914, the propor- 
tion of males had risen to around 70 per cent as compared with 60 per cent 
earlier, reflecting the growth of those who came only to accumulate some 
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Fig. 36. Immigration into the United States from principal countries of origin, 1820-1923. {Monihly Labor Review^ U.S. Department of Labor.) 
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savings and then return home. At this period nearly 40 per cent of the new 
immigration soon went back. This group also differed from the old in sev- 
eral other respects: over 35 per cent were illiterate as compared with 3 per 
cent among the latter; the proportion of unskilled laborers was larger and 
that of Protestants was much smaller; for the most part, they tended to 
congregate in the chief industrial or mining centers, which made the process 
of assimilation particularly difficult. Combined with other factors these 
changes in the character and volume of the immigrant stream finally re- 
sulted in a complete change in the policy underlying immigration legislation. 



Fig. 37. Total immigration into the United States by chief countries of origin, 1820-1920. 

Immigration Restriction Legislation. It was not until the 1870's 
that signs of a reversal of the earlier policy favoring free immigration began 
to appear. The Chinese started coming to California immediately after 
the gold discoveries, and in the 1860’s much coolie labor was brought over 
to aid in railroad construction. Opposition developed almost from the first 
and riots occurred. The state laws passed to check this influx were declared 
unconstitutional, and an agitation was, therefore, started to secure Federal 
action. Following a restrictive treaty with China in 1880, a law of 1882 
excluded all Chinese laborers and in one form or another this was con- 
tinued till an act of 1943 put China on a quota basis. Another law of 1882 
levied a head tax of 50 cents and prohibited the admission of convicts, 
lunatics, idiots, and persons likely to become public charges. In 1885, the 
importation of contract labor was forbidden. 

In 1891, to secure a stricter enforcement of the laws, complete control 
was taken over by the Federal government. Inspection on the Canadian 
and Mexican borders was first provided for, and certain other classes were 
added to the inadmissible list. A bill to impose a literacy test was vetoed by 
President Cleveland in 1897. Minor additional restrictions before 1921 
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included an agreement with Japan in 1907 to exclude Japanese laborers 
owing to the rapid rise in their influx after 1899. In 1917, a law passed over 
the President’s veto imposed a literacy test, raised the head tax to $8, and 
added minor restrictions. 

The shift to severely restrictive laws that followed the close of the First 
World War was due to a variety of causes. Underlying all was the growing 
opposition to the influx of immigrants and the problems involved in their 
political, economic, and social assimilation. The disappearance of free fertile 
land, it was argued, decreased the need for immigrants and increased the 
difliculties in their assimilation. Organized labor was more awake to the 
need of restriction to protect its interests, and its political power was 
greater than ever. Immediate reactions from the war provided the impetus 
for restrictive legislation. The war showed the danger of having a large 
group of alien birth and interests; the postwar depression left many un- 
employed, and it was feared the difliculties in Europe would lead to a 
large emigration. These conditions led to the enactment of a law in 1921 
that marks the beginning of a new period in our immigration history. 

This act had two main objectives: (1) to reduce the total number of 
immigrants and (2) to cut drastically the number coming from southern 
and eastern Europe. To do this, it limited the number of alien immigrants 
to be admitted in any year from any nation to 3 per cent of those born in 
that nation and living in the United States as shown by the Census of 1910, 
but this did not apply to natives of countries in North or South America 
nor to those of Asiatic countries already restricted. This cut the number 
admissible from quota countries to under 360,000 a year, or about a third 
of the number that had been coming from those countries in the decade 
before the war. The number admissible from countries of the new immigra- 
tion, because of the basis chosen, was about one-fourth of the number 
that had been coming from those countries just before the war; the number 
admissible from countries of the old immigration was substantially the 
same as had been coming before 1914. The law was to remain in force for 
about one year, but was later continued with slight changes until super- 
seded by the stricter law of 1924. During this period, the countries of the 
new immigration sent over practically their full quota as did several of 
those of the old immigration. 

The law of 1924 cut the percentage figure to 2 per cent. More significant 
was the shift of the basis year from the Census of 1910 to that of 1890, a 
date before the great body of the new immigration had arrived. This act 
thus reduced the total number admissible from quota countries to some 
160,000 a year, of which only about 20,000 could come from the countries 
of the new immigration. The law also replaced the earlier restrictive agree- 
ment with Japan by a total exclusion of immigrants from that country. 
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Evidently the time had come when the nation no longer wished to serve as a 
“melting pot” or as a haven of refuge for the downtrodden of the world. 

Another provision of the act of 1924, which became effective July 1, 
1929, substituted as a basis for determining quotas the national origin of 
the whole population of the country in 1920. Each quota country was 
allowed the proportion of a total of 150,000 admissibles which people of 
that national origin in the population of 1920 bore to the total population; 
but the minimum quota for any country was to be 100. With this minimum 
allowance the total number admissible from all quota countries was fked 
at 153,714. The chief result of this change in base was to shift quotas; the 
largest gains went to Great Britain and northern Ireland, the greatest 
losses fell to Germany, the Irish Free State, and the Scandinavian countries. 

Following the depression after 1929, the usual drop in immigration at 
such a time was accentuated by a policy of not issuing visas to anyone 
likely to become a public charge. As a result, the average number of immi- 
grants for the years 1932-1938 fell to less than 40,000, and in four of these 
years the alien outflow exceeded the inflow. During the following war, the 
net inflow averaged less than 30,000 a year. 

The Racial Composition of the Population. By 1940, the foreign- 
bom element in the population had fallen to 8.8 per cent of the total. Of 
this group 35 per cent came from countries of northwestern Europe, as 
compared with 77 per cent in 1890 and 90 per cent in 1860. The number of 
Negroes was about 12.8 million or less than 10 per cent of the total popula- 
tion, as compared with over 14 per cent in 1860 and nearly 20 per cent in 
1790. The Indians numbered about 330,000, the Japanese 127,000, and 
the Chinese 77,000, the last having decreased nearly two-fifths from the 
high point reached in 1890. 

The Declining Rate of Increase in the Population. Even more im- 
portamt in explaining the declining rate of population growth than the 
changes in net immigration was the drop in the natural rate of increase in 
the population. Figines for birth and death rates covering the whole 
country are not available, and the existing data for individual states seldom 
go back very far. Still it is possible to draw certain general conclusions that 
are reasonably safe. 

Undoubtedly there was a marked decline in the death rate during the 
nineteenth century. Most of this occurred during the last quarter of the 
century; by 1900, the death rate in the registration area had fallen to 17.6 
per 1,000 of population whereas in Meissachusetts it had been 27.8 in 1789 
and 21.4 in 1855. Since then a more rapid gain cut the rate to 10.8 per 
1,000 in 1940. It is to be expected, however, that with the growing average 
age of the population this rate will soon start to rise, possibly reaching 
14.5 by 1980. The remarkable advances in medical science and public 
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hygiene are chiefly responsible for the lowered death rate, the most striking 
results being seen in the decrease of infant mortality. 

The consequent prolongation of the average length of human life is 
obviously of the greatest significance. Massachusetts figures suggest that 
the average expectation of life at birth rose from under 35 years a little 
before 1800 to around 45 years about 1900, most of the gain being achieved 
in the last quarter of the century. Since 1900, a more rapid rate of gain has 
prevailed, and data for the whole country indicate that at present the figure 
is over 65 years. This increase in the expectation of life is most marked in 
the lower age groups. Judged by the Massachusetts figures, the increase 
between 1789 and 1929 was at birth 68 per cent, at twenty years of age 36 
per cent; at forty, 14 per cent; at sixty, a slight actual decrease appeared. 
That such a gain was important economically, to say nothing of the human 
element involved, is obvious, for the additional years won include what is 
for most the more productive period of life. Since this prolongation of life 
tended to increase the rate of population growth, the main factor in the 
actual decline of that rate must be found in a lower birth rate. 

That there was a marked decline in the birth rate is also unquestioned. 
The best estimates indicate that the crude birth rate per 1,000 white popula- 
tion fell from 55 in 1800 to 41.4 in 1860, 30.1 in 1900, and 17.5 in 1940. Using 
as a more accurate basis the number of white women from fifteen to forty- 
four years of age, the rate per 1,000 fell from 278 in 1800 to 72.5 in 1940. 
The rate varies greatly among different groups in the population. Generally 
it is high among the foreign-born, somewhat lower among the native-born 
of foreign parents, and lowest of all among the native whites of native 
parents. Among Negroes, chiefly those in rural districts, it is somewhat 
higher than among whites. For corresponding groups, it is commonly lo>\er 
in urban centers than in rural districts. Among certain small groups of 
the so-called “native stock,” the decline has gone so far that they do not 
appear to be keeping up their own number; in fact, of la!e, this was the case 
with urban population as a whole, the net rate of rej)roduction among 
them being less than half that among the farm population. 

The effects of the declining birth rate are reflected in the decreased pro- 
portion of children in the population and in the smaller size of the family. 
Thus in 1900 among the white population, the ratio of persons twenty 
years and over to all children under sixteen was nearly double what it had 
been in 1790, though immigration also contributed to this change. In 1900, 
the average size of the family for the whole population was 4,6 persons and, 
in 1940, 3.8 persons as compared with 5.7 persons for the free population 
in 1790. Had the families of 1900 been the same size as those of 1790, the 
population would have been neeurly 20 million greater. It is evident that, 
except for the years since 1914 when changes in net immigration were 
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influential, the declining birth rate, more than offsetting the lower death 
rate, has been the main cause of the declining rate of population growth 
since 1860. 

The causes of this declining birth rate are complex and not susceptible 
of accurate determination. Shifts in the age groups and racial constituents 
of the population in part explain the change, but the chief cause is generally 
believed to be the desire to raise the standard of living. Better education 
helped to develop greater foresight and sense of responsibility to the chil- 
dren; it also increased the number of economic wants and the intensity of 
the desire to satisfy those wants. The prolongation of the period of educa- 
tion or training and the wish to start married life with greater economic 
resources have tended to increase the age at marriage among substantial 
groups. Nowadays it is far easier for women to earn their own living and 
remain independent if they choose, though it is also true that this oppor- 
tunity to increase the family earnings sometimes serves to hasten marriage. 
Today children do not become an economic asset to a family at so early 
an age as formerly, and the economic burden of their upbringing is not 
only borne for a longer period but it is a heavier burden. Whether, as some 
have suggested, the intensity and strain of modern life have actually 
reduced the reproductive capacity of the race is uncertain; but at best 
this could have been only a minor factor in the outcome. Thus the main 
causes for the slower rate of population growth are found among what 
Malthus called the “preventive checks.” 

Doubtless it is true that among the poorer classes, even in the United 
States, there are many families whose income is insufficient to maintain 
them in proper physical condition and where, in consequence, the death 
rate is increased. But this positive check is a very minor influence, and it 
cannot be said that in this country population has seriously pressed upon 
the means of subsistence. The predominating influence of the preventive 
checks means rather that the desire for a higher standard of living has 
pressed upon the increase of the population. It is unfortunate that this 
influence is least marked among the classes whose limited means make 
them less able to bring up their children in the most desirable ways and 
that it is commonly most in evidence among groups that could best pro- 
vide for such upbringing. 

The importance of the consequences in our economic and social life of 
this growing preference for raising the standard of living rather than for 
increasing the size of the family can scarcely be overemphasized. The oppo- 
site choice would tend only to reduce the people to a standard of living at a 
mere subsistence level, though this tendency might be modified by develop- 
ments increasing the per capita productivity of the nation. The choice 
made promotes the atlainment of that richer and fuller life, so dependent 
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Upon economic well-being, which Western civilization appears to have set 
up as its ideal. 

With an immigration policy that nearly eliminates an increase from this 
source, with a declining birth rate, and with the imminent prospect of a 
rising death rate, the country must look forward to a time, not far distant, 
when its population will cease to grow, and may decline. The numerous 
uncertain factors involved make exact prediction impossible, bul a govem- 
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Fig. 38. Proportion of population in each a{?e distribution of total population, 1850- 
1980; estimated after 1930. {Rased on Fifteenth Census of the United Stales and ^'Problems 
of a Changing Population” National Resources Committee.) 

ment calculation in 1946 indicated that a peak of 165 million population 
will be reached in 1990 after which a decline may be expected.^ This will be 
accompanied by a marked change in the proportions of the constituent age 
groups, though chiefly in those under twenty and over sixty years of age. 
The latter may be doubled or tripled, and the former nearly cut in half. 

The phenomenally rapid growth of population during the three centuries 
following the first settlements has been a factor in the economic, political, 
and social development of the country, the significance of which can scarcely 
be exaggerated. Obviously, such a complete change in the situation as 
appears to be in prospect must involve consequences of the most widespread 
and fundamental character for our future development. 

' A 1948 revision, based on the rapid postwar rise, puts the estimate for 1990 at 180 
million and suggests that a decline may be further post(K)ned. 
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The Acquisition of New Territories. Before turning to internal move- 
ments of the population, we should have, as a background, a knowledge of 
the legislation affecting the disposition of the public lands to which so 
many people migrated during this period. This may well be preceded by 
an account of the nation’s territorial expansion. 

The acquisitions of new territory during this period mark a distinct 
break from the policy underlying previous acquisitions in that none of 
them was made up of contiguous territory, nor did any one reflect the 
carrying out of the concept of “manifest destiny,’’ which played a part in 
the previous expansion to the Pacific. Alaska with nearly 600,000 square 
miles was acquired from Russia in 1867 for $7.2 million, a sum that today 
appears ridiculously small though considered excessive at the time, so 
slight was the appreciation of its resources and future value. Except during 
the gold rush after 1897, the growth of Alaska’s population has been slow. 
In 1940 it had 173,000 inhabitants, nearly half being whites and the rest 
Indians or Eskimos. From the first, the fisheries have been the leading 
economic activity and source of wealth. The seal and whale fisheries, 
originally the most important, have greatly declined and the catch of 
salmon, halibut, and sardines has risen in their place. The mineral output, 
chiefly gold and copper, has ranked second in importance. The production 
of gold, though far below the quantity around 1906, still generally exceeds 
that of any state but California, but the copper mines that were worked 
are about exhausted. The large resources of coal and lumber are chiefly 
used only for local consumption. 

In 1898, the Hawaiian Islands were annexed, chiefly for strategic reasons, 
though the action was promoted by a group of local sugar planters, many 
of whom were descendants of the early American missionaries. The sugar 
industry had benefited greatly from the free admission of its product into 
the United States since the treaty of 1876. To secure the labor needed for 
expansion, the planters first imported Chinese and then turned successively, 
because of restrictions or other reasons, to Portuguese, Japanese, Korean, 
and Filipino workers. This explains the very heterogeneous character of 
the population which in a total of 423,000 in 1940 had over 37 per cent 
of Japanese, 19 per cent of Filipino or Chinese, and only 25 per cent of 
Caucasian origin. After 1891, pineapples became an important product, 
especially when canning was introduced after 1900, and the islands came 
to supply 80 per cent of the world’s canned output. Together with sugar, 
it made up about nine-tenths of the value of the islands’ products, and 
nearly all of their trade was with the United States. 

The Spanish-American War of 1898, originating in the desire to end the 
chaotic conditions in Cuba, led to the acquisition of Puerto Rico, the 
Philippines, and Guam. This action, particularly the taking over of the 
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distant Philippines, was considered a new departure in the policy of expan- 
sion; it was said to mean a policy of imperialism similar to that of European 
nations. Theretofore, nobody had dreamed of acquiring the Philippines, 
but once seized, the possibilities they offered for investments, for expansion 
of commerce, and for adding resources began to be emphasized and played 
some part in their retention. That Cuba, long coveted by many and of 
great value for its tropical products, was not taken at the same time showed 
much greater restraint than was then common among world powers. 

In Puerto Rico, the population has doubled since acquisition and totaled 
1,869,000 in 1940, 38 per cent being Negroes. The re&ulting density of 
546 per square mile is extremely high for an essentially agricultural com- 
munity and involves a relatively low standard of living. Thanks to free 
access to the United States market until the quota limitations of 1935, 
sugar became the great staple crop and the related rum manufacture arose. 
Coffee and tobacco were less important staples, but the output of foodstuffs 
left the island dependent upon substantial imports. In the Philippines also, 
the population more than doubled under Ameiican control reaching a total 
of 16 million in 1940, but the density of 139 per square mile was relatively 
moderate. Here, as in the other island territories, free access to the protected 
United States’ markets largely shaped the trend of development. Sugar, 
coconut products, manila hemp, and tobacco became the leading agri- 
cultural products and dominated the export trade; augmented by some 
imports of rice, breadstiiffs, and dairy products, the local output sufficed 
to meet the food requirements. Chromium and an increased amount of 
gold have been mined along with some iron, but coking coal is lacking. 
Though forests cover over half the islands’ area, lumbering has developed 
slowly. The trade of the islands with the United States rose from about a 
tenth of th6 total in 1900 to nearly three-quarters in 1935. 

Though the treatment of these possessions is not entirely free from 
exploitation, it will compare favorably with that of European nations 
toward their more backward colonies. Undoubtedly the inhabitants of 
these territories have greatly benefited under American control; greater 
peace and order have prevailed; education and social hygiene have been 
markedly advanced; many public improvements have been provided; 
capital has been more easily obtainable; and commerce has been stimulated 
to the economic advantage of the possessions as well as of the United States. 
Recently, however, the United States has shown signs of a disinclination 
to take full advantage of the semitropical resources provided by its island 
possessions. Since 1935, the domestic sugar producers have secured a quota 
limitation on the imports of sugar from these islands, and the passage of 
the law of 1934 creating the Philippine Commonwealth €md leading to the 
grant of independence in 1946 was actually due largely to the protective 
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interests who hoped thereby to eliminate the competition of the islands’ 
sugar, tobacco, and coconut products. 

In 1904, under pressure, the Panama Canal Zone was leased in connection 
with the construction of the canal, which was opened in 1914, and in 1917, 
also primarily for strategic reasons, the Danish West Indies were purchased. 
During the 1930’s, the country showed a tendency to restrict imperialistic 
activities, but the development of air transport and the war have since 
led to a demand for strategic airplane bases for both military and commer- 
cial purposes. 

The Public Land Laws and Policy. The struggle to secure free land 
had attained success with the passage of the Homestead Law in 1862. 
Thereafter the public land problems ceased to have the prominence that 
they had attained during the preceding period. In part, this was due to 
the fact that the disposition of the public domain was no longer connected 
with some of the other issues with which it had been bound up theretofore. 
Slavery had disappeared and, as receipts from the sale of public lands were 
insignificant, they were no longer a factor in the fiscal condition of the treas- 
ury and so severed the connection between the lands and the tariff. Though 
the question of using this resource for various social purposes still remained, 
it received, unfortunately, far less public attention than theretofore. The 
East rather ignored the problems involved, and the West was given free 
rein to do about as it wished with the vast resources that it practically 
claimed as its own. 

The main problems of this period arose from the entirely different char- 
acter of the land that was being opened up. The previous laws had been 
framed largely to suit conditions in Eastern farming land; but the very 
different character of the region and the resources beyond the 100th 
meridian required new legislation adapted to those conditions. The policy 
underlying the new laws was governed largely by the wishes of the West, 
always anxious to hasten its economic development and to make private 
acquisition of the resources of the public domain as easy as possible. 

So successful, from this point of view, were the results of this policy that 
by the close of the century the supply of free and fertile farming land had 
almost disappeared, and most of the valuable mineral and timberlands had 
passed into private hands. The nation then suddenly awoke to the fact 
that its natural resources were not inexhaustible, that much was being 
wasted, and that more consideration for the needs of the future was essen- 
tial. Thus the movement for conservation arose and, in the twentieth 
century, legislation, though facing strong opposition from local Western 
interests, began to reflect a reaction against the free and easy methods in 
disposing of the public domain that had theretofore prevailed. 

Among the important laws of this period that had particular application 
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to lands of the Far West, the first was the Mineral Land Act of 1866, soon 
supplemented by the Mining Act of 1872. Theretofore, much valuable 
mineral land had been sold as agricultural land, and this was the first 
general act, though there had been earlier laws regulating such sales in 
certain districts. Under these new laws, mineral lands were sold in limited 
amounts at from $2.50 to $5 an acre. In 1873, the first general act applicable 
to coal lands provided for the sale of quarter sections at not less than $10 
an acre when over 15 miles from a railroad and at not less than $20 when 
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Fig. 39. Final homestead entries, 1868-1945. 


nearer. Though these prices were often far below the value of the land, no 
effort was made to obtain more than the minimum set until 1906. 

The Timber Culture Act of 1873 provided for a grant of a quarter section 
on condition that trees were planted on a small portion — eventually cut to 
10 acres — and kept growing for a few years. Some 10 million acres were 
thus disposed of but, as very little timber and considerable fraud resulted, 
the law was repealed in 1891. The same year also brought the repeal of the 
old Preemption Law, whatever conditions once justified it having long 
before disappeared. 

The Desert Land Act of 1877 permitted the acquisition of 640 acres of 
land, not sufficiently watered to raise a crop, provided it was irrigated 
within 3 years, on payment of $1.25 an acre. Since this proved too large 
for an irrigated farm, in 1891 the size was reduced to 320 acres and only an 
eighth had to be irrigated, but residence was required. 

The Timber and Stone Act of 1878 allowed the purchase of 160 acres of 
nonmineral land, unfit for cultivation and chiefly valuable for timber or 
stone, at a minimum of $2.50 an acre. Until 1908, since when it has been 
appraised, such land was sold at the minimum price^ generally far below 



464 


END OF THE FRONTIER; RISE OF CAPITALISM 


its real value. Originally, this law applied only to the Pacific coast states 
and Nevada, but in 1892 it was extended to the rest. The buyer had to 
swear that he purchased it for his own use and benefit and not for resale 
and speculation. This was seldom the result, for much was taken by dummy 
entrymen who soon resold it to the larger timber companies that could cut 
more economically. By 1945, 14 million acres had been taken up under 
this act. 

Though the supply of free land suitable for ordinary farming had prac- 
tically disappeared before 1900, vast tracts of the public domain still 
remained, chiefly in the scmiiarid West. The land in this section fell roughly 
into four classes: (1) that suitable for cultivation either with or without 
irrigation, (2) the desert land, (3) the forested area, between 10 and 20 
per cent of the total, chiefly valuable for timber or protecting the water 
supply, and (4) that suitable only for grazing, probably over three-quarters 
of the total. 

Only a very small portion of the arid Western land can be irrigated — 
substantially less than 10 per cent. Though the Mormons had made an 
early beginning, private irrigation projects, generally on a small scale, first 
became common here in the 1880’s. In 1894, the Carey Act granted most 
states in this region 1 million acres each, the states being required to super- 
vise the construction of irrigation projects and dispose of the land, against 
which the cost of the project was charged, to settlers on easy terms. To 
meet the need for larger enterprises, the Reclamation Act of 1902 set aside 
most of the proceeds from the sale of public lands in the semiarid states in a 
revolving fund for Federal construction of irrigation projects. The cost was 
charged against the land irrigated, which was open to homestead entry in 
tracts of from 20 to 80 acres. Down to 1942, nearly $500 million had been 
spent on such projects. These were capable of irrigating nearly 2.4 million 
acres within the projects and providing supplementary water for a slightly 
smaller acreage outside. From these two sources crops valued at $271 
million were obtained in 1942, fruits and alfalfa taking the lead. There are 
also various special reclamation projects primarily designed to produce 
power which in 1940 had a capacity of nearly 900,000 kilowatts. In 1940, 
existing public and private projects in 17 Western states plus Arkansas and 
Louisiana were capable of irrigating 28 million acres and actually irrigated 
21 million. It has been estimated that additional practical projects could 
raise the total to around 50 million. 

To facilitate acquisition of semiarid land, the Enlarged Homestead Act 
of 1909 opened up such land in most Western states to homestead entries of 
320 acres and in 1912 the required residence was reduced to 3 years. In 
1916, the Stockraising Homestead Act permitted homestead entries of 640 
acres on grazing land, but with no provision for commutation, and the 
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subsoil mineral rights were retained by the government. On most of this 
grazing land, as had long before been pointed out, several times the amount 
allowed by the law was necessary to provide a living. Many homesteaders 
of these years learned this from cruel experience. Though commutations 
declined, the acreage finally patented to homesteaders came to be barely 
half that for which entries were made. Most of the considerable increeise 
in homestead entries at this time (see the chart on page 463) can be attrib- 
uted to these laws, but much of the land so acquired had previously been 
used as a part of the public range. 

Throughout this period, land continued to be disposed of by grant under 
either old or new laws. The grant for schools, increased to two sections per 
township in 1848, was doubled from 1894 on, except for one state. Under 
the Morrill Act of 1862, each state was given 30,000 acres for every Senator 
and Representative in Congress, the proceeds to be used for colleges where 
agriculture and the mechanic arts were taught. Many of the state universi- 
ties and agricultural colleges owe their inception to this act, the benefits 
of which were later extended to new states. The education grants have 
totaled some 116 million acres. States continued to take up land under the 
swampland grant, and by 1945 had thus acquired nearly 65 million acres. 
Often land so obtained was not properly swampland, and until recently 
few states took active measures to drain it. 

The Civil War accentuated the demand for the construction of a trans- 
continental railroad and, by eliminating Southern opposition, made agree- 
ment on the central route possible. This led to the second period of railroad 
land grants starting in 1862. Nearly all these grants were for railroads in 
the Far West and, except for the fact that most were given directly to the 
railroads, they were similar in character to the earlier grants. However, 
owing to the lower value of most of the land, the grants per mile were much 
larger. The first grant to the Union Pacific and Central Pacific railroads 
was 10 square miles per mile of railroad; in 1864 this was doubled for the 
portion of the roads in the territories. The grants to the Northern Pacific 
in 1864 and to the Atlantic and Pacific and the Southern Pacific in 1866 
raised the amount to 20 square miles in the states and 40 in the territories. 
Other grants followed up to 1872 when the growing hostility toward the 
railroads put an end to them. 

Thereafter various individual grants were canceled to the extent that the 
railroads had not been constructed, and in 1890 this forfeiture was made 
general so that eventually 35 million acres were forfeited; but it was not 
until after 1940 that the grants were finally cleared up, the total acquired 
under all direct Federal grants being over 131 million acres plus 49 million 
received from the states. Much the largest acquisition — 39 million acres — 
went to the Northern Pacific. In Minnesota and Washington, the original 
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grants covered about a quarter of the total land area; in Wisconsin, Iowa, 
Kansas, North Dakota, and Montana about a fifth. Though much of the 
land in the Far West thus given the railroads was worth little, the timber- 
land secured by the Northern Pacific and the Southern Pacific has proved 
most valuable and formed the basis of the three great private holdings of 
the country. The Southern Pacific also secured land that proved to be 
rich in oil. The average net receipt per acre sold by the railroads has been 
variously estimated at around $3. Besides hastening construction and 
getting a higher price for its own land, the government in return for these 
grants received about 50 per cent lower rates for transporting troops, sup- 
plies, and the mails, and competing nonland-grant railroads usually offered 
a like cut. In 1940 when railroads abandoned certain land claims, the lower 
rate was limited to military supplies and personnel, but with the heavy 
movement of this traffic during the Second World War the government 
probably saved around $1 billion on these items. This was partly responsible 
for the law abandoning this right, effective October, 1946. 

Reservations and Conservation. After about 1890 when it was realized 
that the output of many important natural resources such as coal, iron, 
copper, oil, and lumber was generally doubling every decade — in other 
words that each new decade saw more of these resources extracted than 
had been extracted in all previous time — it finally dawned on the country 
that this could not go on forever, that in certain cases exhaustion of the 
remaining supply, at least that of high quality, was dangerously near, and 
that a policy of conservation was called for. 

Yet it was not until Theodore RiH)sevelt’s administration that much 
was accomplished, chiefly under the leadership of (Jifford Pinchot. The 
revision of the land laws in 1891 had authorized the establishment of forest 
reserves; under this and an act of 1897, about 50 million acres had been 
set aside by 1901, but under Roosevelt the reserves were nearly tripled. 
In 1907, under pressure from private and local interests. Congress deprived 
the President of the right to establish forest reserves in six of the chief 
timber-producing states of the Northwest, but by then the supply of good 
timberland remaining in the public domain outside the reserves was small. 
Only slight additions have been made since; these were chiefly in the older 
states to the east and were acquired by purchase under a new policy 
Initiated by the Weeks Act of 1911. With the growth of reservations came a 
marked development of the government’s forest service, belter fire protec- 
tion, and wiser provision for control of the reservations so that their 
resources were not simply locked up but made available under conditions 
that would safeguard the public interests. 

The movement to establish reservations was soon extended to other 
resources. Much the most extensive covered coal lands, but others included 
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those for oil, gas, phosphate, potash, nitrate, water power, reclamation, 
watering places, and wild game. Also the area of the national parks was 
considerably increased, and many so-called “national monument” and other 
small tracts were set aside. 

With the growing scarcity of good free land, increased pressure arose to 
open up the Indian reservations to the whites. The most valuable, those in 
Indian Territory, began to be opened in 1889. Under the Dawes Act of 
1887, much of the land in the reservations was divided up among the 
individual Indians, but they seldom proved able to protect their interests 
against the wiles of the white man, and by 1936 they had lost two-thirds of 
the 139 million acres that had belonged to the tribes in 1887. In conse- 
quence, an act of 1936 prohibited the sale of Indian land except to the 
tribes and provided a process to enable the Indians voluntarily to return 
their individual holdings to a tribal status which most accepted. This law 
also included provision for aid and guidance of the Indian in the conduct 
of his social and economic affairs. 

Commencing in 1920, there was a more active movement to facilitate 
the use of the various resources remaining in the public domain, under 
careful provisions designe<l not only to foster conservation but to protect 
and further the public interests generally. Under the Mineral Leasing Act 
of that year, through a system of permits and leases on a royalty basis, the 
government controls the development of mineral resources and also secures 
a fair return, over one-half of which goes into the revolving reclamation 
fund and over one-third to the states where the minerals are found. Under 
the Federal Power Act of 1920, the Federal Power Commission carefully 
controls the leasing of water-power sites. 

Similar objectives underlay the Taylor Crazing Land Act of 1934 and 
later amendments which gave the Secretary of the Interior wide powers to 
establish grazing districts up to a total of 142 million acres out of the vacant, 
unreserved, and unappropriated lands, and to regulate their use and provide 
for their improvement. The previous reckless and uncontrolled use of the 
public grazing lands, chiefly through excessive stocking, is said to have 
depleted their capacity at least one-half, not to mention the effects upon 
water conservation and related problems. It is estimated that it will 
require 50 to 100 years to restore the former grazing capacity. It was in 
line with this same general policy that a series of orders by the President, 
1934-1935, temporarily withdrew from entry all public lands except those 
under the mineral laws. It was expected that they would only be reopened 
under conditions ensuring the best land use. It is to be hoped that this will 
mark the end of the sorry record of neglect, waste, and exploitation that 
has characterized so much of the history of the public domain. 

The problem of conservation is by no means a simple one. There are 
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many instances where resources are undoubtedly wasted even under 
present-day conditions and where the waste should be checked. But when 
it comes to the type of conservation that favors limiting the use of resources 
that can be economically employed by the present generation so that future 
generations may have a larger supply, problems are raised which are very 
difficult to answer with assurance. They involve weighing the economic or 
other advantages that may accrue to the future generation against the 
losses to the present generation. The difficulty in doing this arises from the 
uncertainty as to how important the resources saved will be to the future 
generation in view of the unknown possibilities in the progress of science 
and invention. Though such progress seldom makes any resource useless, 
it has wrought vast changes in the relative importance of various resources 
to different generations. A failure adequately to consider and balance those 
possible losses and gains is probably the most serious criticism to be brought 
against the conservationists. But those who have generally opposed them 
are open to the more serious charge of ignoring the needs of the future and 
too frequently of being concerned only with immediate private gain. 

The Results of the Public Land Laws. As a result of the rapid disposal 
of the public domain, there remained in 1945 unreserved and unappro- 
priated, excluding 250 million acres in Alaska, only 170 million acres or 
about one-eighth of the original domain. Nearly four-fifths of this was in 
grazing districts. Of the land disposed of, the largest item, over 247 million 
acres down to 1945, was patented under noncommuted homestead entries, 
two-thirds of it after 1900. In practice, the worst featiure of the homestead 
law was the commutation clause granting title after a few months’ residence 
on payment of $1.25 an acre. This was used by speculators who never 
intended to develop their land and commuted their entry only to secure 
title and resell at a profit. The Public Lands Commission of 1903 found 
counties where 90 per cent of the commuted homesteads were sold within 
3 months after acquisition of title and declared that “a great part of all 
commuted homesteads remain uninhabited.” 

Until its repeal in 1891, the Preemption Law was also taken advantage 
of for similar purposes. In connection with the rush to secure the remaining 
prairie lands, it was said, 

' Of all the motley crowd that helped themselves to public land during the boom 
of the eighties not one in three had the slightest intention of remaining upon it; 
not one in five remained more than long enough to prove up and sell out, or “mort- 
gage out”; and not one in ten has left a permanent mark upon the landscape of 
Kansas, Nebraska, or Dakota. 

Too frequently, even where a homestead entry was not commuted, lax 
administration made it possible to evade the intention of the law. 
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Commenting upon the land laws in general, the Commission of 1903 said 
that they were antiquated and did not fit the conditions of the remaining 
public land; often they prevented or retarded settlement, and the number 
of patents issued was increasing “out of all proportion to the number of 
new homes.” 

The provisions of the Desert Land Act, under which final patents for 
10 million acres — less than a third of the original entries — have been 
granted, were also widely evaded. Often the control of water supply so 
gained gave the holder a practical monopoly of large tracts of public grazing 
land. The complete failure to control the use of the public grazing lands was 
responsible for their rapid deterioration. Because of this, the stock raisers 
after about 1890 rapidly acquired title to the best of this land to ensure 
themselves of adequate pasturage. Even under private control, though less 
wasteful, deterioration was common, nor was it unknown on sections of 
the forest reserve open to grazing in the earlier years. As the foregoing 
suggests, one of the most serious defects in the methods of disposing of the 
public lands has been the laxity in the administration of the law. Even 
where the provisions of the law were adequate — too frequently they were 
far from adequate — evasion has been easy and the real purpose of the law 
has been defeated. Until recent decades, the administration was largely 
in the hands of men sympathetic with Western interests, and corruption 
was far too frequent. Through most of our history the public domain has 
been regarded as public spoils. When the older sections ceased to have much 
interest in the spoils. Western ideals became increasingly dominant in both 
the formulation and the administration of the public land laws until the 
rise of the conservation movement led to a broader national point of 
view. 

Another defect was that the laws were often drawn up without adequate 
consideration of the economic conditions affecting the efficient use of the 
land, chiefly seen in those applicable to land not suited for ordinary farming. 
An outstanding illustration is found in the method of disposing of timber- 
land in 160-acre tracts, far too small for economical cutting by the owner. 
It is not surprising that, despite the law, such tracts were apt to be promptly 
sold to large timberland holders. The unwillingness to grant large homestead 
entries on grazing land had similar results. The uniform charge on all land 
in an irrigation project regardless of its varying quality left the poorest 
land on the hands of the government. Also it may be noted that in practice 
the methods used in the disposition of the land not suitable for ordinary 
farming, much more frequently than in the case of farm land, resulted in 
very large gains to individuals. Lumbering, livestock reusing, mining, and 
oil-well drilling were the bases of a relatively large number of big fortunes, 
though in the case of the last two many prospectors reaped only losses. 
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The government could easily have secured a much larger revenue from these 
resources without appreciably retarding their development. 

A final criticism of the public land laws rests on the fact that, from the 
beginning down to about 1900, the whole trend was to make the public 
domain more and more easily accessible. If anything, the trend should have 
been in the reverse direction; certainly the reversal of this trend should 
have started much earlier. In the early period when the difficulties and 
dangers of developing the frontier were great, there was more reason for 
making access to the land easy. But, as these obstacles decreased and the 
nation grew in strength while its natural resources diminished, there was 
need for greater caution in disposing of the public domain. As usual, the 
country was slow to awake to the changing conditions and legislation fell 
far behind the needs of the time. 

The Westward Movement of Population. The line of frontier settle- 
ment in the Middle West in 1860 is shown on the map on page 259. The Civil 
War checked the westward migration, though many went to the mining 
region, but on the return of peace it was resumed with vigor. The passage 
of the Homestead Law and a later amendment allowing Union soldiers to 
count their term of service toward the law’s residence requirement at- 
tracted many to the West. At this period, too, the railroads were becoming 
the pioneers, pushing ahead of the line of settlement. The completion of 
the Union and the Central Pacific railroads in 1869 provided the first 
transcontinental line, and in the early 1880’s the completion of other roads 
provided easy access to the states along the northern and southern frontiers 
of the West. This invasion of their hunting grounds aroused the Indians 
and led to a series of brief Indian wars, but after 1876 the outbreaks were 
only sporadic and had little effect in checking settlement. 

Little scattered mining settlements continued to spring up as new dis- 
coveries were made. To the output of gold, which still remained over $30 
million a year, there was now added the rapidly rising output of silver, 
which from 1873 on to 1900 always exceeded $30 million a year, despite 
the sharp decline in its price. Around 1880, the Western copper mines began 
to be opened up and later the lead and zinc mines. The earlier gold- and 
silver-mining settlements had a life that was unique in the history of the 
frontier; often they vanished almost as rapidly as they arose and left 
scarcely a permanent trace of their existence. But as the placer deposits 
were exhausted and deep shafts to work quartz ores along with elaborate 
machinery and large-scale methods of production were introduced, the 
effects of mining development upon the growth of the region became more 
enduring. 

Though the line of frontier settlement in the Middle West in 1870 showed 
no great advance over that of 1860, the next two decades witnessed rapid 
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shifts. During the 1870’s, the fertile valley of the Red River of the North 
was occupied and the discovery of gold in the Black Hills of South Dakota 
brought a rush to that section. In Nebraska, Kansas, and Texas prairie 
settlers entered the semiarid regions. There was a marked growth of the 
settled area in the mining region of Colorado and along the eastern foothills 
of the Rockies from Wyoming southward to Santa Fe, as well as near the 
upper waters of the Missouri in Montana. This decade also saw the first 
rapid growth of the regions about Puget Sound, north-central Oregon, 
and southeastern Washington, and in California the expansion of the settled 
areas along the coast and in the valleys of the Sacramento and San Joaquin 
rivers (see the map on page 472). 

The decade of the 1880’s witnessed a continuation of the rapid westward 
movement as times were more prosperous, railroads opened up new areas, 
and the realization spread that tne supply of desirable free land was nearly 
gone. In fact the close of this decade is generally considered as marking the 
disappearance of the frontier and the beginning of a great decline in the 
westward movement. It was then that the homestead entries in Dakota, 
Nebraska, Kansas, and Colorado reached their high point. In Dakota, the 
settled area reached the Missouri River; in Kansas and Nebraska, it was 
pushed westward until it reached the settlements in Colorado thus covering 
sections of what is now known as the “dust bowl,’’ which happened to 
enjoy a series of unusually wet seasons up to 1887. There was also a marked 
growth in the settled area between eastern Montana and the coast and 
a less rapid expansion in California. 

The growing scarcity of desirable land was strikingly illustrated by the 
events attending the opening up of some Indian reservations at the close 
of the decade. When a portion of a Dakota reservation was opened in 
1890, though it was midwinter, troops were required to hold back the 
homeseekers till the time of entry. When a section of Oklahoma was opened 
in April, 1889, thousands were waiting for the signal and a wild rush 
ensued. Some went in by rail, some on horseback, some in the old pioneer 
wagons; whole town outfits, portable houses and all, were shipped in and 
by nightfall Guthrie had become a city of 7,000. To avoid the chaos attend- 
ing such openings, the government later adopted lottery drawings. 

Such scenes indicated that the frontier had disappeared, and the west- 
ward movement was coming to an end. The great subsequent decline in 
that movement is reflected in the fact that, though the rate of increase in 
the population to the west of the Mississippi River in the period 1860-1890 
had been nearly four times that to the east, it was only about 50 per cent 
greater in the period 1890-1920. Finally, in the two following decades, the 
rate of growth in the two sections was almost the same. The westward 
movement, rapidly dwindling since 1890, had almost ceased. 
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The decade of the 1890’s proved a particularly trying one for the West. 
The prices of farm products, continuing the long decline started in 1865, 
reached the lowest level since 1842» There was also an unusual series of 
droughts which proved especially disastrous to those who had settled on 
the semiarid lands with little knowledge of the methods required for culti- 
vating them. This led to a marked exodus of settlers from western Kansas 
or Nebraska and eastern Colorado at this time, and the growth of popula- 
tion in the West North Central group of states since 1890 has been slower 
than in any other group in the country. The emigration to the Canadian 
Northwest, which came chiefly from this group, first became appreciable 
then. Oklahoma, aided by the opening up of the reservations and the 
development of the oil fields, grew faster than any other state in the Union 
between 1890 and 1910, but the group of states that enjoyed the fastest 
growth was that on the Pacific coast. There Washington led in rate of 
growth up to 1910, but the rapid development of fruit-growing and the 
rising popularity as a resort placed California first in subsequent decades. 
The same factors explain the rapid growth of Florida in the East; with an 
increase of 28 per cent it led all others in the decade 1930-1940. 

In 1860, 14 per cent of all the people lived in the states west of the Missis- 
sippi River. By 1890, this had risen to nearly 27 per cent but thereafter 
advanced more slowly to 37 per cent in 1940. During the decade 1930-19 40 
the most rapid rate of growth as a group occurred in the Far Southwest, 
while there was a loss of population in the tier of five states from Oklahoma 
north — due chiefly to severe droughts in the dust bowl. 

Those who took part in this westward movement were mostly of native 
white stock. Relatively few Negroes have gone west of Texas. The Scandi- 
navians who settled in Minnesota and neighboring states in large numbers 
constituted the largest group of immigrants going to the West, but there 
were many small groups from central and eastern Europe, often secured 
by railroad activities, scattered through other states. More recently, the 
Pacific coast region has received numerous immigrants, chiefly from south- 
ern Europe; but those from eastern Asia, though mainly located there, 
have been relatively few in number. Of late, the states bordering on Mexico 
have had some immigration from that country. 

The Second World War brought unprecedented shifts in the civilian 
population, but how enduring remains to be seen. Immediately, the greatest 
gains were in the Atlantic, Gulf, and Pacific coastal states engaged in the 
manufacture of war supplies and shipbuilding; the heaviest losses were in 
the region between the Mississippi and the Rockies. Ultimately the Far 
West seemed likely to gain most. 

The Urban Movement of Population. Though the urban movement 
of population has been marked from the first, its effects have been in part 




POPULATION GROWTH, MOVEMENTS, PUBLIC LANDS 475 


counteracted by the migration to the rural regions of the West. As the latter 
lost most of its force after 1890, the migration to the cities has since become 
the dominant feature in population movements. 

In 1860, about a sixth of the population lived in places of 8,000 or more 
inhabitants but by 1940 about one-half. Taking the census basis of places 
of 2,500 or more inhabitants as the dividing line between urban and rural 
population, 56.5 per cent was urban in 1940 and the estimate for 1947 was 
59 per cent. In 1940, almost an eighth of the people lived in the five cities 
of a million or more inhabitants each; nearly 30 per cent lived in cities of 
100,000 or more. Between 1890 and 1910, the urban p;^pulati()n grew at a 
rate 3}^ times greater than that of the rural population. The growth was 
most rapid in the decades between 1900 and 1930 but negligible in the 
following decade owing to the return to the farms during the long depres- 
sion (see the chart on page 449). 

The proportion of urban dwellers varies greatly in different regions, but 
three fairly distinct sections can be distinguished. The urban population is 
highest, about 72 per cent of the total, in the industrial section east of the 
Mississippi and north of the Ohio River and Maryland; it is lowest, about 
37 per cent, in the South. In the Far West in the Rocky Mountain states, 
in spile of the sparse population, nearly 43 per cent of the total is urban; in 
the Pacific coast states 65 per cent. These figures suggest the variations in 
economic and social conditions under which the bulk of the people in these 
regions must live. 

The Growth of the Large Cities. The chart on page 476 shows the 
growth in population since 1860 of the largest cities of today. In many 
cases, this growth is in part a product of the expansion of the city’s area. 
New York is still far ahead, thanks to annexations and its position as the 
leading commercial, manufacturing, and financial center. The growth of 
cities located along the shores of the Great Lakes, largely because of manu- 
facturing developments, has been striking. The case of Chicago, which 
quickly outstripped its Middle Western rivals and by 1890 had become the 
second largest city of the country, is the most prominent, though commer- 
cial and financial activities played a more important part in its growth. The 
recent sudden advance of Detroit and many smaller cities near by is due 
mainly to the automobile industry. Philadelphia, though dropping to third 
place, enjoyed a steady growth primarily based on manufacturing. The 
slow expansion of Boston and Baltimore, founded on both manufacturing 
and commerce and less augmented by annexations, continued, their lack 
of waterways to the interior being less of a check than before 1850, thanks 
to the development of railroads. New Orleans and Cincinnati, the two 
largest cities of the West in 1860, suffered from the declining importance 
of inland river traffic, together with the slower growth of population and 
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the rise of rivals in their tributary territory. St. Louis, though also suffering 
from the decline of river traffic, benefited from the growth of population 
to the West and a considerable development of manufacturing. 

The growth of the larger cities beyond the Mississippi River has been 
chiefly shaped by the opportunities for the expansion of trade. With a few 
exceptions, notably Minneapolis and very recently some others, manu- 
facturing has played a rather minor role and, except for those lines working 



Fig. 41. Growth of population since 1860 of the eight largest cities of 1940. 

up local raw materials, has tended to follow commercial growth. Mining 
development was basic only in the case of a few of the smaller cities. The 
recent rapid rise of Los Angeles, now the largest city west of Chicago, 
though partly owing to extensive annexations, was chiefly based on the 
attractions of its climate as a resort and also for the production of movies, 
but this growth is providing a basis for an expansion of trade and manu- 
facturing. The general shift of workers to the cities during the war was 
particularly marked along the whole Pacific coast. 

The persistence of the urban movement and its dominance in recent 
decades are largely based on the economic advantages offered by cities and 
the prevalence of a higher birth rate in rural regions. The great growth of 
manufacturing, opening opportunities to the offspring of the rural districts, 
has been the main factor in city growth. But the city also affords numerous 
advantages arising from the specialization and division of labor based upon 
large-scale production and a large market. Like other instances of specializa- 
tion, this was made possible only by the development of transport facilities, 
both local and national, without which the city could scarcely exist. 
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The really outstanding advantages of the great city rest on its enormous 
purchasing power and the resulting vast local market. This is particularly 
important in the case of those goods and services that have to be used in 
the locality where they are produced. A big factory does not have to be 
located in a large city if its product is readily transportable, and in such a 
case both the large city dweller and the small town dweller can obtain the 
advantage of lowered price because of mass production. But many of the 
advantages of the big city consist in goods or services that are not transport- 
able and can be supplied only where there is a large local market, such as 
opera, the best concerts and theatrical performances, or great art museums. 
Similarly with the goods and services provided by local government, the 
large concentration of wealth that can be drawn upon by taxation and the 
lower unit cost of providing these on a large scale make it possible for the 
big city to supply more and better things than can the smaller places. The 
attractions of the city thus have a sound economic foundation. 

Yet the additional gains to be obtained from gr^^ater size tend to diminish 
at some point, just as certain disadvantages may increase. Thus the rate 
of growth in the very largest cities tends to become less rapid than in those 
of moderate size. We must recognize, however, that the developments that 
have made possible the great modern city, despite certain accompanying 
evils, have substantially added to the standard of living. 




Chapter XXX 


TRANSPORTATION AND COMMUNICATION 
SINCE 1860 


Introduction. The outstanding feature in the history of transportation 
after 1860 was the dominant position attained by the railroads. The period 
during which the more widespread among the revolutionary effects follow- 
ing the inteoduction of railroads in this country were most felt, roughly fell 
between the years 1850 and 1885. Until about 1850, or perhaps as late as 
1860, the railroads were mainly feeders to the waterways. It was not until 
the 1850’s that anything like a real railroad system linked the trans- 
Appalachian region with the Atlantic coast states. Between ] 860 and 1885, 
the transcontinental lines were pushed through to the Pacific coast, the 
main outlines of the country’s railroad net were completed, the introduction 
of many technological improvements facilitated through traffic and lowered 
costs, short roads were consolidated into great systems, and a rapid reduc- 
tion in rates took place. Though progress continued thereafter, the effects 
were less revolutionary in character. With this advance in rail transport 
came a decline in the importance of most of the inland waterways. The 
twentieth century brought the rapid spread of motor vehicles along with 
extensive construction or improvement of roads to facilitate their use. 
Though primarily employed for local or regional transport, this new vehicle 
was able to compete in many services with the railroad. Since the First 
World War the airplane has provided the speediest transport known. 

The period after 1860 also brought marked improvements in communi- 
cation facilities; the most notable, such as the telephone, the wireless, and 
the radio, coming in the latter portion of the period. Together, the improve- 
ments in transport and communication served to widen markets, promote 
specialization, stimulate trade, and build up a national economy. At the 
same time, as they were introduced in other nations, the resulting gains 
were spread around the earth and promoted a more nearly world-wide 
economy. By 1938, man had encircled the globe by airplane in less than 4 
days, a telegram had been sent around the world in less than 5 minutes, 
and a radio broadcast covering most of the world was possible. 

Technological Advance in Railroads. The introduction of cheap steel 
brought many improvements, notably the substitution of steel for iron 
rails, the construction of steel bridges spanning broad rivers, and eventually 
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the general use of steel in the rolling stock, all of which made heavier 
locomotives and trains possible. The first steel rails were laid in 1863, but 
it was not until after the rapid drop in their price during the 1870’s that 
they were extensively used; probably not over a third of the mileage was 
of steel by 1880. Coal-burning locomotives were first extensively used after 
the Civil War; more recently those using oil or electricity have been intro- 
duced. Another gain came with the general adoption of the standard-gauge 
track by about 1886. By 1875 passenger trains were equipped with the air 
brake and better signaling devices installed. Through sleeping-car service 
was common by 1869; the refrigerator car was then Inlroduced along with 
fast freight lines. Improvement has continued down to date, notably during 
the decade of the 1920’s when the efficiency of the railroads is said to have 
increased 25 per cent. The 1930’s witnessed the introduction of the stream- 
lined air-conditioned passenger train. By 1940, increased efficiency com- 
bined with some decline in traffic had enabled the railroads to cut the 
number of their employees from the all-time peak of over 2 million in 1920 
by nearly one-half. During the Second World War, with little increase in 
equipment and a rise in employees to over 1.4 million, the quantity of 
traffic handled far surpassed all previous records. 

The Financing of Railroad Construction. The huge cost of the trans- 
continental roads and the meager traffic at first obtainable in unsettled 
regions made the financial risks greater than private enterprise was pre- 
pared to assume without assistance. The aid given by the land grants, pre- 
viously described, was supplemented in the case of the Union and the 
Central Pacific railroads and certain branches by a government loan, 
varying from $16,000 to $48,000 per mile of track according to the character 
of the region traversed, and totaling some $65 million. The contracts for 
building these two roads were given to private construction companies 
under terms that proved extremely profitable to the builders. When some 
members of Congress were found to be interested in the Credit Mobilier, 
which built the Union Pacific, it created a national scandal. The two roads 
were joined near Ogden, Utah, in 1869, accompanied by a national celebra- 
tion to mark the passing of another milestone in the country’s development. 
But the reaction against railroads which was then setting in put a stop to 
all grants after 1872. In 1914, the need for a railroad from the coast of 
Alaska into the interior led the government itself to build a line, which 
was completed in 1923 but which has not proved a financial success. 

Despite previous sad experiences, many states and local communities 
extended financial aid to the railroads. This was common among the 
Southern states during the reconstruction period and among the local units 
in the prairie states where not prohibited by law. After about 1890, as 
more states took action to stop this practice, it became unimportant. Some 
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states that had acquired public land made grants to the railroads; notably 
Texas where most of the 32 million acres given for internal improvements 
were so used. 

As the country grew in population and wealth and the risks of pioneering 
railroad construction diminished, financing from private sources became 
easier. Also much of the renewed inflow of foreign capital after the war 
went into railroad securities. The first transcontinental to be built with 
practically no land grant, the Great Northern under the leadership of James 
J. Hill, was completed in 1893. 

The financial policy of many railroads at this period reflected a growing 
tendency to rely on the sale of bonds rather than stock to secure the 
necessary cash. Often the stock was disposed of for a small sum or given as a 
bonus with the bonds. The heavy fixed interest charge thus incurred often 
led to financial disaster. Not a few of the roads fell under the control of 
speculators through whose unscrupulous manipulation they were saddled 
with financial burdens from which some suffer to this day. Such scandalous 
actions as attended the fight over the Erie around 1868, to mention but 
one of the most notorious cases, made the necessity for stricter public 
control only too clear. The domination of many state legislatures by railway 
influence was a common obstructing force, and it was not until after 1900 
that much was accomplished along this line. 

Railroad Construction. The annual additions to the railroad mileage 
of the country are shown by the chart on page 481. Until about 1914, con- 
struction fluctuated roughly with the business cycle. The spurt in building 
after the war, including the completion of the first transcontinental in 
1869, had doubled the total mileage by 1873. At this time construction was 
particularly active in the grain-growing states just west of the Mississippi, 
but many gaps were filled in in the South and the East. After the panic of 
1873, there was little building until 1878 at which date there were nearly 
82,000 miles in operation. There then followed a period of construction 
lasting up to 1893 which is unequaled in the history of this or any other 
country. Even in 1920, no country in the world had half the mileage that 
was built in the United States during these years when the total mileage 
w€is again doubled. The most important construction was in the Far West 
where this period saw the completion of the Northern Pacific in 1883, the 
junction of the Southern Pacific with the Texas and Pacific and the Santa Fe 
in 1881, the extension of the latter to San Diego in 1885, the connection of 
Ogden and Portland in 1884, and the completion of the Great Northern in 
1893. Other roads were pushed westward between the Mississippi and the 
Rockies and the process of filling in gaps to the east and the south still 
went on. 

The mileage built in the states east of the Mississippi, 1860<-1890 — some 
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62,000 — almost equaled that built to the west. This for the first time pro- 
vided the South with a fairly adequate system of through lines. In the 
North it meant filling in less populous areas, or paralleling existing systems. 
By 1890, the country’s railroad mileage was over five times that in 1860, 
and it could be said that the main outlines of its railroad system had been 
completed. 

The prolonged depression after 1893 checked construction, but with 
better times after 1897 it was actively renewed and by 1916 another 100,000 
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miles had been built bringing the country’s total to the all-time peak of 
254,000 or more than a third of the mileage in the world. During this 
period the extension of the Chicago, Milwaukee, and St. Paul to Seattle 
in 1909 and the completion of the Western Pacific in 1911 added two more 
transcontinental roads, and a line from Salt Lake City to Los Angeles 
filled in a large gap. Since 1916, there has been almost no new construction 
and the difficulties faced by the railroads have led to the abandonment of 
about 25,000 miles of trackage, mostly small local or branch lines. 

The Trend toward Consolidation. The railroad industry possesses in 
a marked degree the characteristics of modern capitalistic industry: notably 
decreasing costs leading to large-scale production, keen competition, and a 
resulting tendency toward monopoly. It was in this industry that the 
country was first brought face to face with the problems that arise under 
such conditions, as the developments during this period will show. Among 
them was the trend toward consolidation and the growth of great railroad 
systems. 
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Fig. 43. The western railroads in 1880 and 1930. {fteproduced from C. O, Paullin^ 
** Atlas of the Historical Geography of the United States” by permission of the American 
Geographical Society of New York.) 




TRANSPORTATION AND COMMUNICATION 


483 


The obvious advantages in uniting under one control the many short lines 
over which any considerable volume of long-distance traffic was moving 
had started the trend toward consolidation in the 1850’s. After 1860, many 
more of the roads being built were planned a» trunk lines for long-distance 
traffic. Also, much more of the construction of both short and long lines was 
controlled by existing lines, even where a separate company was formed to 
operate the road. Furthermore, the older and stronger roads were actively 
reaching out to get control of others that would be branch feeders to the 
main line, or connect with important traffic centers, or check either existing 
or potential competition of rival roads. In the case oi fthort roads, a lease 
or the purchase of a controlling interest in the stock was commonly used. 
Often the establishment of closely connected financial interests secured the 
desired results. 

The first important systems developed were the trunk lines between the 
North Atlantic ports and Chicago or St. Louis, the former city having five 
such lines by 1873. This led to keen competition among these lines and a 
long series of rate wars. To check this, which threatened ruin — in an extreme 
case one railroad actually paid 1o carry oil — the roads resorted to pooling 
agreements to control rates. But these agreements were constantly breaking 
down and in 1887 were prohibited by Congress. The efforts to enforce 
competition only increased the incentives to consolidate rival lines. Most 
of the mileage in New England came under the control of two companies; 
in the South numerous short roads were consolidated into a few great 
systems. In the Far West under the aggressive action of E. H. Harriman, 
the Union Pacific was resuscitated and got control of the (Central Pacific 
and the Southern Pacific along with substantial interests in other lines; 
under James J. Hill the Great Northern, the Northern Pacific, and the 
Burlington were united under common control; the Gould system had 
almost secured connections from coast to coast before it broke apart. By 
1906, the greater portion of the country’s mileage had been brought into 
one or another large system. 

By 1920, however, a distinct modification of the government’s hostility 
toward consolidation had taken place and was reflected in a provision of 
the Transportation Act of that year which directed the Interstate Com- 
merce Commission to draw up a plan for regional consolidation of systems. 
Though primarily designed to protect the public by a carefully coordinated 
scheme which would preserve competition “as fully as possible,’’ it also 
sought to provide support for the weak roads to be combined with the 
stronger ones. The final plan announced in 1929, but since modified, in- 
volved the creation of some seventeen major systems. As it was voluntary, 
and the Commission had only the power to disapprove acquisition of control 
by certain methods whereas others were left open until 1933, not much 
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progress has been made in carrying it out. That large systems can provide 
economies and improvements in service is undoubted, but the power they 
acquired necessitated more effective public control to ensure these gains to 
the people. 

Railroad Regulation and Control. Until about 1870, it was commonly 
held that there could not be too many railroads and that anything that 
could be done to hasten their construction was desirable. Consequently, 
there had been little eff‘ort at effective regulation. The movement toward 
the first substantial control, starting about 1870, had various causes. 
Intensified competition led to the general practice of giving rebates or 
other favors to large shippers to the injury of small shippers. Also, localities 
that had competing railroads or water routes were granted low rates whereas 
those that did not found their rates maintained at a relatively high level. 
Such conditions naturally aroused much opposition. 

The difficulties of the Western farmer at this period were particularly 
influential in creating the growing hostility toward the railroads, once they 
had been built. Many Western communities had gone heavily into debt 
to aid railroads, and after 1865 the prices of Western products declined 
rapidly. As the freight rates paid to get his products to the consuming 
markets, which were commonly very distant, substantially reduced the 
price that the farmer obtained for those products, he demanded lower rates 
and was particularly incensed where lack of competition resulted in rates 
that seemed discriminatory. The abuses that crept into railroad manage- 
ment also played a part in the demand for regulation; but a reduction in 
rates has been one of the various remedies for their troubles in time of 
depression to which Western farmers have repeatedly turned for relief, 
without much reference either to the fundamental causes of their difficulties 
or the fairness of the railroads’ returns. 

The first action was taken by the states. In 1869, Massachusetts created a 
railroad commission, whose powers were largely limited to gathering in- 
formation and advising the legislature as to needed action. Much more 
vigorous measures were adopted by a group of Middle Western states in 
what is commonly known as the Granger Laws. Illinois led the way in 1871 
by creating a railroad and warehouse commission with power to fix maxi- 
mum rates and charges and to prohibit discriminations. Other states, in- 
cluding some in the South, took similar action; in a few cases, the resulting 
regulations proved so severe as to stop railroad building and cause a repeal 
of the laws. An important decision of the Supreme Court in 1877 upheld the 
right of the states to fix reasonable intrastate rates, though subsequent 
decisions limited this power to rates that did not affect interstate commerce. 

The long struggle to secure Federal action in the interstate field, which 
started then, finally culminated in the passage of the Interstate Commerce 
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Act of 1887 which is the foundation upon which Federal control has been 
built up. This law, which of course applied only to interstate commerce, 
prohibited pooling agreements, unreasonable rates, and discriminations as 
between individuals or different kinds of commodities, or different places. 
The “long-and-short-haul clause” prohibited lower rates for like commodi- 
ties carried a long distance than for a short distance over the same line, in 
the same direction, and under similar circumstances; however, under certain 
conditions this prohibition could be suspended. All rates had to be published 
and required prior notice. To help administer the law, the Interstate Com- 
merce Commission was created with powers of investigation and the right 
to issue orders, but these orders were enforceable only through appeal to 
the courts. For a decade or more, the effectiveness of this law was con- 
siderably lessened by court decisions limiting the powers of the Commission. 

Partly because of this and partly to broaden the control, a long series of 
amendments followed. The Elkins Act of 1908 was designed chiefly to 
facilitate enforcement of the law. The Hex)bum Act of 1906 made the inter- 
state business of express companies, sleeping-car companies, private car 
lines, and pipe lines, together with various subsidiary services of the rail- 
roads, subject to the Commission; it allowed the Commission, where 
existing rates were found unlawful, to determine and prescribe just and 
reasonable maximum rales; it stopped most free passes; it prohibited roads 
from carrying commodities other than lumber which they owned but did 
not intend to use, a provision known as the “commodities clause” and aimed 
primarily at the control exercised by the anthracite railroads. Also, the 
Commission’s orders were made binding without court action unless set 
aside by a court. In 1910 under the Mann-Elkins Act, telegraph, telephone, 
and cable companies were brought under the Commission’s control; Ihe 
long-and-short-haul clause, rendered ineffective by a court decision in 
1897, was strengthened, and a commerce court created. When this court 
rendered certain decisions disliked by Congress, it was shortly abolished. 
The Panama Canal Act of 1912 granted the Commission certain powers 
designed to prevent the railroads from stifling competition by water carriers. 

Thus strengthened in power, the work of the Commission was made 
more effective. The evil of personal favoritism was practically eliminated; 
obviously unfair cases of discrimination were remedied, and an unreason- 
ably high general level of rates was prevented, though adjustments both 
down and up were too slow. Many of the problems raised in the Commis- 
sion’s work are extremely difficult and, although that work has not been 
free from criticism, it has amply justified the Commission’s existence. 

The First World War created problems that led the government to take 
over the railroads, and a little before this the Adamson Eight Hour Act 
of 1916 established Federal control over the hours of railroad labor. When 
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the railroads were turned back to private control under the Transportation 
Act of 1920, that law introduced marked changes in general policy. The 
clause, which now permitted pooling agreements approved by the Commis- 
sion, recognized the inconsistency in the old policy of trying to compel 
competition by prohibiting such agreements and also prohibiting discrim- 
inations which were chiefly a product of competition. Another change was 
reflected in the provision for the voluntary consolidation of roads into 
groups of competing systems under plans to be worked out and approved 
by the Commission. The power of the Commission over rates was increased 
by giving it control of the division of joint rates and the right to fix specific 
as well as minimum or maximum rates in place of those found unlawful. 
Another provision required the general level of rates to be adjusted so as 
to allow the railroads as a whole to earn a fair return on the value of their 
property, the rate for the first 2 years to be between 5J4 and 6 per cent 
as fixed by the Commission. A clause for the “recapture” of earnings of 
roads exceeding 6 per cent was repealed in 1933. 

Control over the issue of railroad securities was now vested in the Com- 
mission, with the idea of preventing overcapitalization and other abuses, 
and also powers to require the joint use of terminals and to curb the acquisi- 
tion of control over other lines, while interlocking directorates were pro- 
hibited. To prevent unnecessary new construction, new trackage had to be 
approved by the Commission as well as the abandonment of old track. To 
aid in settling labor disputes two boards were set up, but they were abol- 
ished in 1926 when the Railway Labor Act provided more varied means 
for this purpose. 

The Commission’s preliminary estimate of the value of railroad property 
used for transportation purposes was put at $19 billion in 1920 and at 
nearly $24 billion in 1930 — somewhat above the net capitalization of the 
roads — but it was found that, except in 2 years, the roads never earned the 
5^ per cent return which the Commission held was fair. With the onset 
of the subsequent depression augmenting the loss of traffic to motor 
vehicles, the financial situation of many lines became desperate. In 1932, 
roads controlling nearly three-quarters of the country’s mileage failed to 
earn their fixed charges, and many were saved from bankruptcy only by 
the lenience of their creditors or by loans, mostly advanced by the govern- 
ment. To meet this emergency and to remedy defects in existing legislation, 
new laws were passed in 1933-1934. 

The Relief of Debtors Act, amending the bankruptcy law of 1898, in- 
cluded provisions applicable to railroads designed to secure a fairer adjust- 
ment of the different interests in reorganization and also to give the Com- 
mission some influence in the formulation of the plan. In 1934, a new plan 
for settling labor disputes by a National Railroad Adjustment Board was 
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adopted, company unions and yellow-dog contracts were prohibited, and a 
pension system introduced. 

More important and comprehensive in scope was the Emergency Trans- 
portation Act of 1933. Its temporary clauses created the Coordinator of 
Transportation with the function of broadly planning the development of 
different types of transport. The permanent clauses extended the powers of 
the Commission to cover all methods of combining railroads to ensure action 
in line with the Commission’s plans and established a more flexible rule 
for rate making, omitting reference to the fair ret-urn and valuation required 
by the act of 1920. Also, the recapture clause of that a^t was retroactively 
repealed. 

Railroad Rates and Traffic. Though no general figures are available, 
it appears fairly clear that much the most rapid drop in freight rates in the 
country’s history look place between 1870 and 1885. Immediately, intense 
competition leading to rate wars was the chief cause, th<)ugh growing 
technological and organizational efficiency was also a factor. Between 1873 
and 1884, the all-rail rate on wheat from Chicago to New York fell from 
33 to 13 cents a bushel; the lowest point ever reached thereafter was about 
9 cents around 1914. As this was one of the most highly competitive rates, 
the decline in the general level of rates up to 1885 was undoubtedly much 
less proportionately, but there is every reason to believe that it was very 
marked. 

In 1890, when general figures became available, the average rate received 
by railroads for carrying 1 ton of goods 1 mile was a little over 0.9 cent. 
Thereafter, there was a slow decline to an all-time low of a trifle over 0.7 
cent in 1916, despite the rise in wages and other costs after 1896. A further 
rise in operating costs during the war forced an increase in rates to an aver- 
age of 1.3 cents in 1921. By 1940, the average rate had been reduced to 
almost 0.9 cent, thanks to marked gains in efficiency which enabled the 
roads to carry almost as much freight as in 1920 with half the number of 
employees, though wage rates were higher. Passenger rates which had 
averaged about 2 cents a mile after 1890 rose to over 3 cents in 1921 but 
fell to 1.75 cents in 1940. However, by 1947, they had risen to 2.8 cents 
and the ton-mile freight rate to 1.08 cents, with further increases to 
follow. 

The enormous growth of railroad traffic during this period was primarily 
a product of the extension of the railroads and the general development of 
the country. Lower rates brought more traffic, and this greater volume made 
still lower rates possible so that the effects were cumulative. The first 
complete figures available are for 1890 when the railroads carried over 77 
billion ton-miles of freight and nearly 12 billion passenger-miles. By 1920, 
the freight traffic had more than quintupled, and the passenger traffic had 
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nearly quadrupled. Though passenger traffic subsequently declined, the 
freight traffic rose to a new peak of 450 billion in 1929. The continued severe 
competition of motor-vehicle transport combined with the depression 
drastically cut both forms of traffic in the 1930’s, and it was not until 1941- 
1942 under the war stimulus that the previous peaks were surpassed. Yet 
in 1944, through the remarkable wartime effort to be described later, the 
previous passenger traffic peak had been more than doubled and the freight 
traffic peak exceeded by two-thirds. 
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Fig. 44. Ton-miles of revenue freight carried by railroads since 1890. 

In more normal times before the depression of 1929, freight traffic com- 
monly yielded about three-fourths of a railroad’s operating revenue, and 
passenger traffic about one-sixth. Of the freight tonnage over one-half was 
made up of mineral products, chiefly coal, and around one-fifth of manu- 
factures and miscellaneous products; agricultural commodities contributed 
about one-eighth. 

Though too little study has been given to the effects of the complicated 
rate system upon the economic development of different sections of the 
country, a few of these deserve notice. Despite long-continued efforts of the 
railroads to check competition their actual rate-making policy was usually 
essentially competitive in character. Every railroad sought to develop new 
traffic along its own lines and to divert to its lines traffic carried by others 
by lowering rates when necessary. The resulting practice of charging what 
the traffic would bear, although it might lead to high rates where there was 
little potential or active competition, more often led to cutting rates, 
frequently almost to direct costs or even below that, in the struggle to get 
more business. This meant that producers all over the country and even 
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abroad had their market area expanded and hence faced keener competition 
from a larger number of producers. This promoted specialization and, in 
industries where decreasing costs prevailed, it also led to a larger scale of 
production and greater concentration of control. In a similar way, localities 
enjoying unusual competition in rail or water transport obtained especially 
low rates which tended to increase the concentration of production and 
trade in those localities — the great seaports and lake ports are conspicuous 
examples but any railroad center will illustrate the point. The effects of this 
competitive policy were also extended to the foreign trade, both export 
and import. 

On the other hand, certain rate-making policies tended to further the 
dispersion of production or trade. Thus the system of differentials on east- 
bound traffic from the Middle West, by allowing the less favorably situated 
trunk lines somewhat lower rates, enabled them and the ports that they 
served to secure more traffic than they would have otherwise. The system 
of blanket rates — charging the same rate to any point in a large section of 
the country — had a dispersing effect in the receiving section. Generally, 
however, the dominant rate-making policies, by tending to modify the effects 
of intensified competition, lowered the average of rates and increased terri- 
torial division of labor and the concentration of control of industry. 

As it is seldom fully appreciated, it is worth noting what this modern 
mechanism for transport actually accomplishes in aiding the nation to 
satisfy its economic wants. One method of measuring the railroads’ achieve- 
ment is the quantity of pure labor that would be required to do the same 
work. If we assume that a man can carry 100 pounds 20 miles a day, it 
would have taken every man in the country between twenty and sixty-four 
years of age, working 300 days a year, over 46 years to carry the revenue- 
paying freight, to say nothing of the passengers, that the railroads carried 
in the year 1920; the corresponding figure for 1941 would have been about 
60 years. 

Another comparison suggests the increased efficiency in supplying our 
economic wants made possible by the railroad. The day’s task assumed 
above is the equivalent of transporting 1 ton of goods 1 mile. In 1920, the 
railroads performed that task for an average of about 1 cent; to do it by 
pure labor would have cost 200 to 300 times as much. This suggests what a 
laborsaving device modern society possesses in the railroad. In performing 
this task in 1920, the railroads employed around 2 million people and some 
$20 billion of capital or $10,000 per employee. This labor saving was made 
possible by the mechanism of the road designed to use the resources and 
free forces of nature under man’s organization and control. This is only 
one of the innumerable illustrations of the more effective methods of co- 
operation between man and his environment and between man and man 
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that brought such great progress in the material well-being of manldnd 
during the nineteenth century. 

Inland Waterways and Their Tra/Iic. The outstanding feature in the 
history of canal and river traffic during this period was the great decline 
in its relative importance. One striking exception was the growth of traffic 
through the Soo Canal. By enlarging the canal so as to provide a deep-water 
channel through the lakes, it was possible to carry freight at about 1 mill 
per ton-mile. With the development of the Northwest, but especially the 
opening up of the Lake Superior iron-ore mines, the traffic through this 
canal mounted rapidly after 1890 and became several times that of the 
Suez Canal. The great bulk of the traffic is eastbound iron ore along with 
some wheat and flour. The westbound traffic is much smaller, coal being 
the chief item. The traffic passing through the Soo was responsible for the 
greater portion of the increase in the traffic on the Great Lakes. 

A few other short ship canals also enjoyed a growth in traffic, but the 
great majority of canals built before 1850 experienced a heavy loss. The 
Erie system, much the most succassful of the early canals, reached a peak 
in its traffic in the early 1870’s; by 1917, its traffic had fallen to one-fifth 
of this despite the abolition of tolls in 1883, though t he enlargement of the 
canal has since enabled it to recover some of this loss. Most of the other 
state-owned canals have suffered a far heavier loss, and many have been 
abandoned. The movement to abandon canals had started in the 1850’s, 
and by 1880 nearly 2,000 miles had l)een given up; by 1916, the figure had 
risen to 3,500 miles or about three-quarters of the country’s total (see the 
map on page 275). 

The great riverways also lost traffic, though less rapidly. That on the 
upper Mississippi became insignificant; even on the section below the 
junction with the Ohio, the railroads, particularly after 1880, were increas- 
ingly successful in diverting freight away from the river. Recently, coal 
coming down from about Pittsburgh in barges has provided the main item 
of traffic. It has been estimated that in 1932 the total traffic carried on 
inland waterways was less than 14 per cent of that carried by rail; excluding 
the Great Lakes traffic, it was only 3.36 per cent. This loss in the traffic 
of most waterways occurred despite the fact that the cost of constructing 
and maintaining them has been borne almost entirely by the public, thus 
providing a subsidy to this mode of transport. 

The reasons for the decline of most inland waterways are various, but 
in the main they are due to the increasing competitive power of the rail- 
roads. After 1850, the railroads constantly increased their efficiency, but 
there was little improvement in the canals, except where a few short canals 
were substantially deepened and enlarged. The operation of the canals 
was irregular and slow; their terminal facilities were less satisfactory. The 
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railroads were better able to adjust their rates to attract traffic; also they 
sometimes stifled water competition by getting control of terminal facilities 
or the chief water-carrier lines and by refusing to arrange favorable joint 
rail and water rates. Recent legislation has checked the last-named prac- 
tices, and in 1940 more eflective coordination in the regulation of transport 
facilities was assured when inland, coastal, and iritercoastal water carriers 
were put under control of the Interstate Commerce Commission. 

The decline of most waterway traffic has naturally reacted upon the 
trade of various cities that once benefited from that traffic. Atlantic coast 
ports such as Boston, Philadelphia, Baltimore, and those in Virginia ha\e 
been better able to secure more of the export trade in Western products in 
competition with New York. With the westward shift of the wheat belt and 
the construction of railroads to ports on the Gulf, as Galveston, or to 
Duluth on Lake Superior, traffic that went to Mississippi River points or 
to Chicago and then followed a water route has been diverted elsewhere. 
The conditions that once made Ne^v^ Orleans and the outlet of the Missis- 
sippi so important as to lead to the acquisition of Louisiana Territory have 
been greatly modified. All this illustrales how technological progress can 
entirely alter the economic influence of physiographic features. 

Waterway Improvements. During the half century after stale canal 
building ceased, i)raclically all important waterway improvements made 
were undertaken by the Federal government. The former opposition to 
such action practically disappeared, and the advent of a large annual 
surplus in the Treasury, especially in the 1880’s, easily tempted Congress 
to increase expenditures. Most improvements were provided for in the 
River and Harbor Appropriation bills; the fact- that these became known 
as the “pork-barrel” bills well suggests their character, lilvery Congressman 
sought to get something for his district and, to secure sufficient votes, 
appropriations were made for many improvements that had no adequate 
justification and at times proved utterly worthless. Of late years, this 
abuse has been lessened by the creation of the Board of Engineers for Rivers 
and Harbors to investigate and make recommendations as to projects and 
by the more recent policy of making lump-sum appropriations to be allo- 
cated to projects by the Chief of Engineers. 

The largest appropriations were for maintenance and improvement of 
the Mississippi and its tributaries. These were followed in importance by 
those for the larger ports, which generally proved the most useful, even 
though they were often inadequate and needed to be supplemented by local 
improvements of harbors and terminal facilities. During the decades just 
before 1930, after which there was an increase, the river and harbor appro- 
priations were commonly between $20 and $40 million a year. From the 
beginning up to 1940, they probably totaled about $2 billion. 
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Around 1900, a more general demand for improvement of the waterways 
arose, fostered chiefly by localities that expected to profit thereby and 
wanted the government to foot the bill. Occasional congestion of traffic on 
the railroads in boom limes helped to strengthen this demand. In 1903, 
New York state, hoping to recover the loss of traffic on the Erie Canal, 
voted to spend $100 million to reconstruct it into a barge canal with a 
depth of 10 feel. This was finally completed in 1918, but at almost double 
the estimated cost. Though the traffic on the state canal system increased 
substantially, due chiefly to the growth in petroleum shipments, it failed 
to attain the former peak, and it is a question whether the expenditure of 
an equal sum on the railrc^ads might not have accomplished more. Recently, 
the government undertook to deepen the channel from Oswego to the 
Hudson River to 14 feet. 

The Cape God Ship Canal, opened in 1914, was unusual in being under- 
taken as a private enterprise. It proved a financial failure and in 1928 was 
bought by the Federal government — there being no protest under these 
circumstances against government in business — which enlarged il, to a 
depth of 32 feet. Similarly, under an act of 1919, the government bought 
the old Chesapeake and Delaware Canal to convert it into a ship canal 
with a depth of 27 feet. This was one link in an intracoastal waterway 
system with a minimum depth of 12 feet designed for barge or light-draft 
vessels and extending from New Jersey to Florida which the government 
had practically completed by 1935, A similar system along the Gulf coast 
is under construction. 

On the interior rivers, a deeper Lakes-to-the-Gulf waterway was com- 
pleted in 1933 through joint action by Federal and local authorities which 
provided a 9-f()ot channel from Chicago across Illinois and down the 
Mississippi to the Ohio below which point at least this depth (during half 
the year, nearly 14 feet) is maintained to the Gulf. Improvements providing 
an equal depth from Pittsburgh to the mouth of the Ohio were cc^mpleted 
in 1929, and later a like channel on the upper Mississippi to the Twin Cities. 
On the Missouri, a 6-foot channel to Council Bluffs is under construction, 
having been completed to Kansas City. How far traffic development will 
justify much of this outlay is doubtful, but there are also benefits from 
power development and better flood control. It is upon this latter type of 
benefits and its numerous other undertakings, rather than upon the water 
transport gains, that the great series of improvements undertaken by the 
Tennessee Valley Authority at a cost, up to 1944, of $700 million must 
largely depend for their justification, though they are to provide a 9-foot 
channel from Knoxville to the Ohio. The proposed deepening of the 
St. Lawrence River to permit ocean-going ships to reach the Great Lakes 
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is combined with extensive power development projects, but treaty com- 
plications as well as other obstacles have held it up. 

It is always easy to arouse a demand for projects of this sort to be under- 
taken at public expense and risk. They create business and, even if little 
other benefit results, nobody suffers except as he shares in the general social 
loss. In view of the recent history of inland water transport, it is obvious 
that costly projects should be undertaken only after a detailed analysis of 
the economic problems involved if the waste of the past is to be avoided. 
Where transport projects are bound up with power development, flood 
control, and other objectives, the problem becomes extrt^mely complicated. 
Even if not justified on transport grounds, it is clear that a Federal agency 
with such broad powers and objectives as the TV A can accomplish things 
in the planned development of a large river valley extending over several 
states that would be very difficult to secure otherwise. 

The greatest waterway undertaking in history up to its time — the 
Panama Canal — remains t(3 be described. The construction of a canal to 
connect the Atlantic and the Pacific had long been agitated and a French 
company had started one across the Isthmus only to become wrecked 
financially by the great cost. When the United States government look 
over the enterprise in 1904, it was chiefly motivated by the military im- 
portance of the canal; it was not expected that, at first at any rate, it 
would pay its way, though its competition with other routes would yield 
some gains not reflected in loll receipts. The canal was completed in 1911 
at a cost of $365 million. Its main traffic is between the east and we-st coasts 
of the United States; it also secures most of the traffic between the west 
coast of South America and the United States or Europe as well as a smaller 
amount of traffic with the Far East. The growth of the California oil output 
after 1922 increased the canal’s traffic till it came to exceed that of the 
Suez Canal. From 1924 to 1930, the receipts covered a fair return on the 
cost as well as operating expenses. Thereafter the decline in oil traffic, 
combined with the effects of the depression, reversed this situation. The 
Second World War proved its great military value. 

Other Improvements in Transport Facilities. Urban electric rail- 
roads first became fairly common in the 1890’s, and the rapid transit pro- 
vided by the electric surface, elevated, or subway lines was a vital fac;tor 
in promoting the growth of the larger cities. Later interurban lines provided 
both freight and passenger service for many districts that could not sustain 
a railroad; in other districts they supplemented the railroad servic'e. Since 
1922, however, rising costs of operation and the competition of motor 
vehicles have led to the abandonment of about half the trackage, chiefly 
in the less populous districts, so that by 1937 the total trackage was under 
24,000 miles. 
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Probably no innovation of the last half century has wrought greater 
changas in the daily life of the people than the automobile. In 1900, there 
were only 8,000 motor vehicles registered in the country; the greatest 
increase took place between 1913 and 1930 when the number rose from 
over 1 million to over 26 million and a peak of nearly 35 million was reached 
in 1941, equal to one motor vehicle for every 3.8 people and making up 
over two-thirds of the world’s total. The decline during the war was not 
made up until 1947. Though used more for passenger traffic, both business 
and pleasure, than for transporting goods, the latter use has been greatly 
expanded. The extent of the use for travel is suggested by the fact that the 
estimated private motor-vehicle travel in the country in 1940 was 476 
billion passenger-miles or over 3,600 miles per capita. Intercity busses 
operating over 300,000 miles of highways carried 1 1 billion pasvsenger-miles. 

Up to about 1891, the construction and maintenance of highways had 
been left almost entirely to the counties or smaller kjcal units of govern- 
ment. But the highways thus provided failed to meet the wants of motor- 
vehicle users who required not only much better and far more expensive 
roads but a well-coordinated system for long-distance traffic. I'o obtain 
the financial aid as well as the centralized planning that this called for, both 
state and Federal support were enlisted. By 1917, every state had created a 
highway department to plan and develop state systems, and in 1916 the 
Federal government first authorized extensive grants-in-aid to further 
the construction of important interstate routes. Assisted by the rapid rise 
in receipts from gasoline taxes and motor-vehicle registration fees, construc- 
tion of better roads was rapidly pushed after 1920 so that by 1930 there 
were 3 million miles of rural roads, of which nearly a quarter were surfaced. 
Since then, the gains have been slight. 

As the improved highway system expanded, it developed an increasing 
volume of both passenger and freight traffic. Motorbus lines soon connected 
all sections of the country, and motor trucks provided an equally extended 
service, though chiefly used for short distances. The need for uniform Fed- 
eral control of the truck business led to the Motor Carrier Act of 1935. 
This placed interstate and foreign carriers under the authority of the 
Interstate Commerce Commission which was given the power to establish 
standards for hours of work, safety, and equipment for all classes. In addi- 
tion, common carriers were made subject to regulations similar to those 
applicable to railroads; for those that carry only on contract, the control 
was made less extensive. The control of rates is limited to fixing a minimum. 

The most spectacular of modern transport achievements has been the 
airplane. Though the first successful flight of the Wright brothers occurred 
in 1903, it was not until the First World War that the new device came 
into extensive use. It was first tried out for the transport of mail in 1918; 
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the next year a transcontinental service was established which, on conver- 
sion into a day and night service in 1924, made the trip in less than a day 
and a half. Since then, the provision of airway facilities, chiefly by the 
government under the Air Commerce Act of 1926, the construction of 
airports, chiefly by municipalities or as private ventures, and the improve- 
ment of the airplane itself, have brought a rapid development of its varied 
services. By 1946, 67,000 miles of domestic airway service were authorized 
and American companies were also providing a regular service across both 
the Atlantic and the Pacific as well as to South America. The total airplane 
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miles flown in that year was almost 150 million. In the domestic service, 
over 4 million passengers were carried at an average rate of 5 cents a mile 
and nearly 20 million pounds of express or freight. The carriage of mail was 
the chief source of revenue until exceeded by receipts from the passenger 
traflic shortly after 1934, and down to 1938 the mail contracts included an 
element of subsidy. By 1946, some 41,000 passengers and 240,000 ton-miles 
of mail and cargo were carried daily, and passengers provided nearly nine- 
tenths of the revenue. 

As with other striking innovations in transport, the advent of the air- 
plane necessitated government control — primarily Federal since the service 
was largely interstate in character. At first, when the mail service pre- 
dominated, control was given to the Post Oflice Department, but in 1926, 
under the Air Commerce Act , most phases of control were turned over lo 
the Department of Commerce which received jurisdiction over airways, the 
power to establish and operate new airways or promote their development, 
and the right to fix regulations concerning safety, traflic, rules, etc. In 
1938^ the Civil Aeronautics Act set up the independent Civil Aeronautics 
Authority with powers over air transport in such matters as rates, pooling, 
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consolidation, safety, accounting, and adequate service similar to those of 
the Interstate Commerce Commission over railroads. 

A general idea of the relative importance of the different means for the 
transport of goods in the United States and the amount of work done by 
each as a result of the developments previously described is provided by 
the table on page 495, prepared by the Interstate Commerce Commission 
for 1932. The figures for intercity trucks are only a crude estimate. Omitted 
in the table, since ton-mile figures were not available, are the coastwise and 
intercoastal (Atlantic-Pacific) traffic, which amounted to 94 million tons 
and 6 million tons, respectively. 

The fundamental problem in connection with these different means of 
transportation is how to secure a coordination such (1) that each shall, by 
itself or jointly with others, undertake the service for which it is best fitted, 
(2) that this service shall be adequately performed, at reasonable rates, 
without discrimination, (3) that unnecessary duplication and waste of 
effort shall be eliminated, and (4) that further progress be stimulated. 

The Development of Facilities for Communication; the Post 
Office. Since 1860, the post office has experienced a very rapid expansion 
both in volume of business and in the extent of the services performed. 
Local free deliveries and collections became more common after 1865. Rural 
free delivery service, begun in 1896, covered 1,420,000 miles of routes in 
1942 and served some 30 million people. This made possible a reduction 
of over a third in the number of post offices, which had risen from 28,000 
in 1860 to the peak of 77,000 in 1901. A domestic money-order service was 
started in 1864 and a foreign service in 1867 ; by 1942, 316 million money 
orders were issued for over $3 billion. The special delivery service was 
inaugurated in 1885, the postal savings system in 1911, and the domestic 
parcel post, long opposed by various special interests, in 1913. 

At the same time, lower rates have been adopted. The domestic letter 
rate of 3 cents per half ounce under 3,000 miles fixed in 1855 was accepted 
in 1863, irrespective of distance, and reduced to 2 cents in 1883. In 1885, 
the weight accepted at this rate was made I ounce, at which point it re- 
mained until a temporary advance to 3 cents during the First World War 
and another advance to the same rate in the 1930’s. By 1944, the number 
of pieces of mail handled yearly was 35 billion and the post-office revenue 
I)er capita was $8.05 as compared with $0.27 in 1860. 

The Telegraph, Telephone, and Radio. The extension of the tele- 
graph system over the country continued at a rapid rate up to about 1890, 
since when the main growth has been along intensive lines. The trend 
toward concentration of control culminated in 1944 when Congress author- 
ized the consolidation of the two companies owning most of the telegraph 
mileage. The transatlantic cable was successfully reopened in 1866; since 
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then cable service has been extended over the seven seas. The telephone 
was first exhibited in 1876 and, aided by constant improvements, notably 
that of long-distance service, has undergone a phenomenal growth. 
1945, the country had 108 million miles of telephone wire and in 1947 
nearly 32 million telephones carrying 42 billion calls a year. Wireless 
telegraphy, invented in 1895, was introduced about 1900, being chiefly 
used at first for communication between ships or shi^is and the land. Im- 
provements made a transoceanic service possible by 1913; since then it 
has become a keen rival of the cable and forced a reduction in rates, besides 
providing a new service in telephoto transmission. 

After 1920, broadcasting by radio spread with great rapidity until in 
1944 the country had some 900 broadcasting stations. By L948, there were 
supposed to be 66 million receiving sets in use, one or more being owned by 
91 per cent of all “families.” For speedy and world-wide communication, 
radio provides unparalleled facilities, but both technological and social 
considerations necessitated Federal control. The first law, passed in 1927, 
was replaci^d in 1935 by one creating 1 he Federal Communications Commis- 
sion, to which control over telephones and telegraphs was also transferred. 
To this list of important communicating devices of the period should be 
added the typewriter, first put upon the market in 1876. 

Printing, Publishing, and Advertising. Continued technological im- 
provements in printing methods and the manufacture of paper, notably 
the development of presses, the linotype, and the use of wood pulp for 
making cheap paper, have greatly reduced the cost of publishing and 
stimulated the use of this communicating device. The growth in the number 
of newspapers and periodicals was continuous up to about 1893 when the 
total of 20,000 was nearly five times that of i860. Though the number of 
newspapers has since substantially declined, there has been a great growth 
in the number (^f copies issued till in 1946 the circulation of all daily news- 
papers averaged 50 million copies a day. 

For the vast majority of people, the newspaper and the periodical pro- 
vide most of their reading; consequently, the influence of these publications 
has become very great. The type of influences exerted by newspapers has 
altered with the changes in their character during this period. The general 
tendency has been to make a wider and more popular appeal. The news- 
papers present more of crime and scandal, sports, business, and more of 
educational or general utilitarian value; outside of strictly new^s items there 
has been a marked growth in special departments of interest to dilTerent 
groups. The spirit of political partisanship has been modified, and the power 
of the editorial has waned. In the periodical press, the conspicuous develop- 
ments included a tendency toward popularization of the magazine, a 
marked improvement in the quality of the illustrations, and an increase 
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of highly specialized periodicals accompanied by a growth in their quality 
and usefulness. 

In both newspaper and periodical press, there has been a great increase 
in advertising matter and, since this has come to provide the greater portion 
of the revenue of most publications, it can be called the main product and 
the news or articles a by-product. This has the advantage of enabling 
people to buy these publications at a much lower price than would otherwise 
be possible; it presents the danger that advertisers may have an influence 
over the publication of the news and the general policy of the paper. 

In the period since 1860, especially since about 1900, the expansion of 
advertising of all forms has been remarkable, and by 1943 over $2 billion a 
year was probably spent for this purpose. An estimate for 1937 indicated 
that about a third of the outlay was for newspaper advertising, about a 
sixth each was for premiums and direct mail advertising, after which came 
the outlays for the use of magazines and the radio. 

This development is a product of various causes. The widening of the 
market area with greater separation between producer, wholesaler, or 
retailer and their customers has necessitated the use of this communicating 
device to keep purchasers informed of what is offered for sale. The increase 
in the number of different commodities or in the varieties of similar com- 
modities seeking purchasers has given the purchaser a vastly greater field 
of choice, which has been further expanded by the growth in the proportion 
of purchases that were not necessities. The buyer’s decreased dependence 
on any one commodity or brand has compelled the seller to compete more 
vigorously for his trade, and experience has shown that the mass of buyers 
are naively susceptible to the wiles of advertising. The growing chances to 
reduce costs through large-scale production gave an added impetus to 
advertising to enlarge sales, and a more scientific study of advertising 
methods increased their efiiciency. 

The primary function of advertising is to inform possible purchasers of 
the existence, the character, and the price of goods or services, thus en- 
abling them to satisfy their economic wants more completely and efficiently. 
Since it is clear that advertising has become an important factor in deter- 
mining the kinds of goods consumed, it is unfortunate that it fails to func- 
tion properly where it is misleading or impels thoughtless purchases. Some 
progress has been made, despite the opposition of powerful special interests, 
in checking false or clearly misleading advertising, chiefly through the 
powers granted the Federal Trade Commission and the action of various 
voluntary trade associations, but the chief safeguard still depended upon 
is such intelligence as consumers possess and choose to exercise. 

It is often charged that the growth of advertising has led to much social 
waste. In a certain sense — the same sense in which all competition involves 
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some waste — this is doubtless true. Its justification must be found in the 
reasons that are presumed to justify competition in general, that is, the 
incentives to efficiency and progress which are supposed to more than offset 
the wastes involved. Most advertising is but -one phase of modern com- 
petitive individualism. Here, as elsewhere, the real problem is where to 
draw the line setting limits to this competitive individualism such that 
the losses shall not exceed the gains. 


Chapter XXXI 

AGRICULTURE SINCE 1860 


Introduction. In 1860, agriculture was by far the most important eco- 
nomic activity of the country. The opportunities for further expansion in 
the West enabled it to retain this position for nearly a generation longer, 
but thereafter, with little good new land available for expansion, growth 
was checked. What growth there was depended largely upon the adoption 
of more intensive and scientific methods of cultivation. Meanwhile, manu- 
facturing was developing with great rapidity. By 1890, the n(‘L value of 
manufactured products exceeded the value of agricultural products and by 
1920 the number of people engaged in manufacturing exceeded the number 
engaged in agriculture. Thus the second half of this period saw the shift 
from an agricultural to an industrialized country. 

The period was also marked by important developments alfectiiig both 
technological methods and the economic organization of agriculture. During 
its first half, the chief changes arose from the expansion and increased effi- 
ciency of the railroads or other means of transport and the greater use of 
better agricultural machinery. Though the resulting changes in the eco- 
nomic organization of agriculture had begun before 1860, they were par- 
ticularly marked thereafter and are seen in the greater tendency toward 
commercial farming and, mainly in the trans-Mississippi region, the growth 
of one-crop large-scale farming. After about 1890, the most significant 
developments were connected with the stress on more scientific methods, 
which accompanied the trend toward intensive farming, and with efforts 
to improve the economic position of the farmer, in both of which far greater 
activity on the part of the government was involved. 

Among the other extractive industries, this period is marked by a rapid 
expansion of mining and lumbering, particularly favored by the opening 
up of the Far West. In mining, more scientific methods helped to lessen 
some of the speculative risks, made lower grade ores usable, and reduced 
costs; in both fields there was a decided trend toward large-scale operations. 
These industries, however, still held only a minor position among the eco- 
nomic activities of the country. 

Improvements in Agricultural Machinery. Though much of the 
most revolutionary of the farm machinery tending to eliminate the use of 
hand implements had been invented before 1860, it was not until the Civil 
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War and afterward that rapid progress was made in bringing this machinery 
into general use. Among the machines since devised, the chilled-iron plow, 
the spring-tooth harrow, the seed drill, the corn sheller, the twine binder, 
the combine, and those using automotive or electric power are among the 
most important, but all the earlier machines were greatly improved. In 
many forms of farm work, the motor drove out the horse or the mule and 
tasks were performed with less labor, greater speed, and at lower costs. 
The gain in both speed and labor saving was particularly marked in harvest- 
ing operations, thus substantially increasing the staple grain crops that 
could be raised, since this process created the seasonal peak need for labor 
and speed might save the crop. As the larger and more expensive machines 
could be used economically only on relatively large farms and on relatively 
level ground, they proved most advantageous in the West and the scarcity 
of labor there hastened their adoption. Arrangements for their hire or 
cooperative use often enabled smaller farms to employ them. More recently, 
automotive machinery designed for the smaller farms has been made 
available. In some lines of farm work, such as dairying and slaughtering, 
the most efficient use of machinery has required the shifting of certain 
processes from the farm to the factory. 

Throughout this period, the iJnited States led the world in the develop- 
ment and use of farm machinery. The total value of implements and 
machinery on the farms rose from almost $250 million in 1860 to nearly 
$3,600 million in 1920 and over $5,100 million in 1945; the value per farm 
from $120 to $557 and then to $878. The farm worker of today is said to 
care for about three times the crop acreage that he did around 1850, and 
he commonly obtains a larger yield per acre, though the gain varies greatly 
as among different crops. The most careful recent estimate covering most 
farm products concludes that between 1870 and 1940 the total output 
almost quadrupled while the labor force (disregarding changes in its com- 
position) increased only about one-third, so that the output per worker 
nearly tripled. Imposing as this gain is, however, it might have been much 
greater if many- more farmers had actually adopted the improved methods 
that science and technology had made known. 

Science and Agriculture. The increased attention given to more scien- 
tific methods in farming, especially after about 1890, was due chiefly to 
directing far more scientific research to agricultural problems and then 
trying to educate the farmers to adopt the results. Despite the great oppor- 
tunities for the application of science in agriculture, farmers have been 
slow to adopt them owing to conservatism, ignorance, inertia, the small 
scale of operations, the cheapness of land, and the lack of capital. Only a 
few of the numerous ways in which the progress of science in such fields 
as botany, chemistry, bacteriology, zoology, and entomology, have been 
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of use to agriculture can be even mentioned; they include such things as 
soil analysis, the chemistry of fertilizers, breeding and selection of seed 
and livestock, the control of pests and livastock diseases, and methods for 
handling and preserving farm products. 

Though private initiative has played some part in this progress, the great 
advance in recent decades has been largely a product of governmental 
activities. There are various reasons why the state has been far more 
generous in supplementing private initiative in this than in most fields of 
science applicable to economic activities. The large manufacturing corpora- 
tion can easily finance such experimentation, is apt to recognize its im- 
tx)rtance, and is likely to secure great gains thereby. The individual farmer 
can seldom pay the costs; he is less likely to have the initiative needed or 
to secure the cooperation of others; and the gain to any single farmer is 
relatively small, though for the aggregate of farmers it may be enormous. 
Add to these conditions the general importance of agriculture and the fact 
that the farmers until 1920 were the most numerous economic group in 
the country and in most states are still predominant while in both state 
and Federal governments they wield a disproportionally great political 
power, and the chief reasons for governmental action will be clear. 

Although signs of a growing recognition of the importaiice of agriculture 
were seen in the land grants for agricultural colleges in 1862 and in the cre- 
ation of a separate Department of Agriculture the same year, it was not 
until 1889 that the head of this department was given a position in the 
Cabinet. The department was not very active in scientific work during its 
earlier history, but the farmers’ institutes, started in New England just 
before 1870 and later adopted elsewhere, helped to spread a knowledge of 
better practices. The first separate state agricultural experiment station 
was established in Connecticut in 1875; within a few years several other 
states took similar action. A far more rapid extension of this work followed 
the passage of the Hatch Act of 1887, which provided a Federal appropria- 
tion for experiment stations in connection with agricultural colleges. In 
1890, Congress started an appropriation of $15,000 a year with an annual 
increase up to a total of $25,000 by 1900 for each of the agricultural colleges 
and since then has greatly increased the amount. About this time, the 
agricultural colleges began to expand their work very rapidly; there was a 
marked growth in their attendance, short courses and extension courses 
were offered, and the study of agriculture was extended into the high schools 
in rural districts. The government Weather Bureau, started in 1870, was 
transferred to the Department of Agriculture in 1891 and, with the rapid 
extension of its service since then, has been of great aid in helping the farmer 
to protect his crops. The department has also introduced many thousands 
of varieties of foreign plants, some of which have proved valuable addi- 
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lions to our agricultural products. State activities on behalf of agriculture 
were greatly stimulated by the Smith-Lever Extension Act of 1914 making 
generous Federal grants to states that made similar appropriations to 
carry on these activities. In 1917, Congress granted funds for agricultural 
instruction in high schools and in 1945-1946 grants for research were 
greatly increased. But the problem of getting most of the farmers to use 
all the new knowledge has proved most diflicult and is far from being 
solved. 

Besides the promotion of science and education, various regulatory 
activities beneficial to agriculture or the public were gradually assumed by 
both state and Federal authorities. These activities were particularly con- 
cerned with preventing the spread of am'mal or plant diseases and the sale 
of adulterated, fraudulent, or injurious foods. It was with similar matters 
that the various state departments of agriculture were chiefly concerned at 
first, but more recently their activities have been considerably broadened. 
Though the first of these departments was established in Georgia in 1874, 
there were only ten in 1900; since then they have been set up in most 
states. Meanwhile the work of the Federal authority in this field has been 
greatly expanded. 

Changes in the Economic Organization of Agriculture; the Eco- 
nomic Position of the Farmer. In recent years, especially following the 
agricultural depression after 1920, while continuing to promote better agri- 
cultural practices, greater recognition has been given to the need for study- 
ing the farmer’s other problems and trying to improve his economic pt)si- 
tion. To understand what was done along these lines and to comprehend 
the reasons for the reforms demanded by the farmer or his reactions on 
political issues, a brief analysis of the economic position of the typical 
farmer is necessary, especially because, until recently, this has received 
relatively little attention. 

How certain changes affected the economic position of the farmer in the 
preceding period, notably the trend toward commercial agriculture, was 
noted in Chap. XX; here the changes wrought by subsequent developments 
require notice. Among these, the continued improvement in transport and 
communication facilities promoted the trend toward commercial agriculture 
with all the reactions upon the economic position of the farmer which that 
involved. By 1930, over four-fifths of most farm products were sold or 
traded. This also intensified the competition between the farm products of 
different sections within the country as well as that with the products of 
foreign countries, some of which were being newly developed. It also pro- 
moted greater specialization either in one main product or in a correlated 
group of products, which meant that the farmer not only sold more of 
what he raised but also bought more of what he consumed. More than ever 
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before, he became dependent economically upon the rest of the business 
world. 

Another reaction upon the farmer’s economic position was due to the 
various changes tending to make farming, along with other economic 
activities, more capitalistic in character. It is seldom realized that the 
farmer’s investment in what may be called “fixed plant” bears a consider- 
ably higher ratio to the value of his production than is to be found in most 
lines of industry. Though this investment also includes a home, its value 
is but a small part of the total. The increased use of machinery, the intro- 
duction of more scientific methods, and the steady rise in the value of 
land up to 1920, particularly rapid after 1900, all necessitated a much 
larger investment by the farmer. At the peak in 1920, the value of agri- 
cultural capital including land, buildings, machinery, and livestock was 
over $12,000 per farm; by 1940, it had fallen to less than $7,000, but by 
1947 had practically recovered the loss. This has made the conditions 
under which the farmer can obtain capital more important, and the growing 
use of machinery has added to his burden of overhead costs bat reduced 
his labor problem. 

The relatively rapid rise in the price of farm land has tended, in accord- 
ance with the law of proportionality, to make farmers economize in the 
use of land and so has led to more intensive methods of farming. Today, 
to be successful, the farmer must be more expert in managing his farm; 
he must keep accounts and study costs; he must watch the market and his 
competitors; he must organize and keep in touch with the world; he must 
be both more scientific and more businesslike in his methods. 

One outstanding result of all these developments is that in a world 
marked by a strong trend toward large-scale enterprise the farmer remains 
a small-scale producer. In 1939, the average value per farm of the farm 
produce sold, traded, or used in the farmer’s household was barely $1,300; 
on nearly half the farms the total value of such produce was under $600; 
on nearly a third of them the farm produce used by the household consti- 
tuted the major source of income so they were classified as subsistence 
farms. On the other hand, less than 3 per cent of the farms produced over 
$6,000 each, though their output constituted about one-quarter of the 
total, but two-thirds of the total came from farms producing between $600 
and $6,000 each. With half the farms raising relatively little for sale and 
all but a small fraction of the rest raising less than $6,000 each, including 
the eunount consumed in the household, it is clear why nearly every farmer 
can be considered a small-scale producer. 

Closely related to this characteristic are the very limited resources, the 
(comparative poverty, and the backward conditions of a large proportion 
of the farming class. It has recently been stated that at a conservative 
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estimate “one-third of the farm families of the nation are living on a 
standard of living so low as to make them slum families.” A survey of 
twenty typical farming areas in 1935-1936 led to the conclusion that the 
average farm family spent $669 a year for commodities and services used 
for consumption purposes and obtained the worth of $462 more from the 
farm. The total thus secured obviously could provide only a meager stand- 
ard of living, though there was a great improvement during and after the 
Second World War. In 1946, after taxes and production expenses, the 
farmer averaged over $2,500 a year from farming and government pay- 
ments or 3J^ times the level in 1935-1939. That the income of the agri- 
cultural class as a whole has been relatively low is also suggested by the 
fact that, for many decades previous to 1929, it is estimated to have been 
around one-half the percentage of the total national income that the farm 
population constituted in the total population. 

This low income is commonly thought to be more or less offset by the 
greater independence and economic security, as well as by other features 
of farm life. These are certainly real. Few can be more independent than 
the farmer, and the greater economic security offered by the farm was well 
indicated in the late depression by the surge back to the country on the 
part of urban workers who had such a refuge available. Ownership of a 
farm at least provides shelter, an opportunity to produce most necessary 
foods, and always a chance to work. Yet during that depression, though 
partly a product of the severe droughts, at least one out of every four rural 
families received public assistance at some lime. Also, with nearly a third 
(1945) of the farms operated by tenants and many hired farm workers in 
addition, there is a large group that lacks the security of ownership, to say 
nothing of such owners as face the danger of mortgage foreclosure. 

Another weakness in the farmer’s economic position arises from the 
difficulty in securing such an adjustment of demand and supply in the 
markets for fann produce as will fix a price that affords a reasonable return. 
For most farm products, there is a fairly stable but relatively inelastic 
demand; hence relatively small changes in the output, other things remain- 
ing equal, will cause marked fluctuations in price. This is accentuated by 
the fact that many farm products are relatively perishable and cannot 
easily be held off the market even if the farmer has the means to do so, 
which is seldom the case. Also the conditions under which farm products 
are raised make rapid changes in output far from easy. Output is governed 
by the seasons, and the processes of production may require several months 
or even years. The uncertainties of weather, pests, or diseases may affect 
output in wholly unforeseen ways. The opportunities to shift from one 
product to another are decidedly limited; conservatism, inertia, and ig- 
norance present another obstacle. 




506 


END OF THE FRONTIER; RISE OF CAPITALISM 


Finally, there is the difficulty arising from the lack of effective organiza- 
tion among farmers such as might enable them to control the total output, 
as may be done in industries where highly centralized production prevails. 
Most farm products are sold in highly competitive markets, usually na- 
tional or international in scope, into which thousands if not millions of 
producers are pouring their output. Short of governmental intervention, it 
has seldom proved possible to get the individualistic farmers to unite in 
sufficient numbers to control output. Moreover, each one knows that his 
own output is so small in relation to the total that it will have no effect 
upon the market price. If he is hard up for money, he may try to increase 
his output even if prices are low, or possibly because of that fact; he always 
hopes that the burden of reducing the output will be assumed by others and 
that he may benefit thereby. The result is that, since nearly everybody 
waits for somebody else to assume this burden, there is apt to be little if 
any reduction in output; there may even be an increase, as was the case 
after 1920, and the process of adjusting output to demand is greatly pro- 
longed. It was to overcome this obstacle that the government intervened 
to limit output on such an extensive scale after 1932. 

As a small-scale producer, the farmer, like the laborer, finds himself in a 
weak position in his economic dealings with many groups. In his Iransac- 
tions with the banks or other lenders, the railroads, and most of those who 
purchase his staple products, as well as with those from whom he buys, 
he is commonly dealing with larger, more powerful, better informed inter- 
ests which are in an advantageous position to bargain with him. His own 
resources are likely to be very limited, and he is often overburdened with 
debt. This results in a feeling of helplessness in his dealings with such 
groups; he often believes, whether right or wrong, that they take an unfair 
advantage of him. This explains his widespread hostility toward the rail- 
roads, the moneylenders, the commission men, the grain elevators, the 
packers, the produce exchanges, and the manufacturers of, or dealers in, 
farm supplies. It is against such groups that farmers direct their crusades 
when sufficiently aroused by unfavorable economic conditions. The reforms 
demanded are typically such as they believe will help to lessen or eliminate 
the weaknesses in their economic position. 

Farmers’ Organizations. Despite the conditions that have always 
made it extremely difficult to secure united action by the farmers on any- 
thing broader than a local basis, this group, facing a decline in their pro- 
portion of the population and witnessing the marked trend toward organi- 
zation of other economic groups, was increasingly impressed with the 
necessity for greater unity of action, both locally and nationally, to safe- 
guard and promote their varied interests. Here only the most important 
of the larger organizations with various objectives can be noted. 
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Such organizations as existed before 1860 were generally confined to a 
single state and stressed improvement in farming methods along with some 
educational and social purposes. After 1865, though these same objectives 
were still prominent, much more attention was given to other measures for 
improving the farmer’s economic condition and a sectional or nation-wide 
organization was sought. The first organization to attain a position of 
prominence was the Patrons of Husbandry, commonly known as the 
“Grange.” Started in 1867 by a group in government service led by 0. H. 
Kelley, it grew slowly until the drop in farm prices after 1873; then the 
membership jumped to over 850,000 in 1875. Its chiel strength was in the 
Central Northwest. The local granges carried on various educational and 
social activities besides giving special attention to cooperative enterprises. 
The state and national organizations sought legislation to control the rail- 
roads and to increase the quantity of money in the hope of raising prices, 
an increase in the greenbacks being the popular measure for this purpose. 
After 1876, the Grange declined, chiefly because of overrapid growth and 
the failure of many of its cooperatives, though it had been influential in 
securing the Granger laws and some concessions in favor of cheap money. 
By 1890, its membership had fallen to some 100,000. 

After I he decline of the Grange, the Farmers’ Alliance rose to become the 
leading organization in the 1880’s. It was the outgrowth of local clubs in 
the Southern and Middle Western states mainly concerned with social and 
educational activities or the protection of some particular economic inter- 
est. These grew into state or sectional organizations such as the Texas 
Alliance, the Louisiana Farmer Cooperation Union, and the Arkansas 
Agricultural Wheel. About 1887, these were united in what became the 
National Farmers’ Alliance and Industrial Union of America. Because of 
conflicting interests, an attempt to include the so-called Northwestern 
Alliance, which had developed rapidly in the 1880’s, failed. At the height 
of its power in the early 1890’s, the Alliance and its associated organizations 
claimed around 3 million members. It then got drawn into the movement 
U) form the Populist party, was absorbed in this during the depression of 
the 1890’s, and soon disintegrated. 

After this depression, which had hit the farmers harder than any since 
1840, there followed more than two decades of rapidly rising farm prices 
and marked prosperity culminating in the war boom and ending with the 
severe reaction starting in L920. With greater contentment prevailing, 
organizational activities declined and for the most part were on a small 
scale with limited and very specific objectives, such as livestock breeding 
associations, those for marketing some particular product, or the Non- 
Partisan League which centered in North Dakota and involved that state 
in enterprises which were in serious trouble after 1920. 




508 


END OF THE FRONTIER; RISE OF CAPITALISM 


With the return of difficult times for the farmer in the 1920’s and the 
still more serious depression in the 1930’s, there was a renewed impetus to 
organize, and far more attention was given to securing legislation to help 
cure the farmers’ ills. The Grange, which had been stressing educational 
and social activities, still survived and, enjoying a more normal and sounder 
growth with its strength shifted to the North Atlantic states, had 800,000 
paying members by 1940. The Farmers’ Union, started in Texas in 1902 
but since attaining its chief strength in the Central Western states, in- 
cluded some 100,000 families at the same date. It was particularly active 
in developing cooperative enterprises and enjoyed liberal, broad-minded 
leadership. 

The most recent important organization to arise is the American Farm 
Bureau Federation. Starting in an effort to improve farming methods under 
the guidance of county agents, a plan that became widespread under the 
cooperation of state and local authorities with Federal assistance, the 
county farm bureaus formed state federations which in 1920 set up the 
Federation. In 1921, federations existed in all but two states and the total 
membership was nearly 1 million. As time went on, the bureau became the 
most aggressive advocate of economic reforms which it tried to secure 
both through legislation and through its own activities. Cooperative buying 
or marketing associations organized on state or national lines were among 
the undertakings most vigorously pushed. The difficulties in which some 
of these became involved combined with the effects of the depression later 
resulted in a heavy loss of members, though this was more than recovered 
by 1946. The bureau’s chief strength is in the Middle West and parts of 
the South, but it still has an organization in nearly every state. 

Another step toward a more effective, though informal, organization of 
the farm interests seeking favorable Federal legislation was the appearance 
of the farm bloc in Congress in 1921. The bloc broke away from party lines 
and supported laws designed to promote the varied interests of different 
agricultural sections. Though conflicts cropped out, when it came to meas- 
ures that had the backing of the varied interests of the big farm organiza- 
tions plus that of such specialized associations as those of the cattle raisers, 
the woolgrowers, or the powerful dairymen, the farm bloc was able to 
command a power in Congress which exceeded that of any other economic 
group. The results obtained will appear in the subsequent account of agri- 
cultural legislation during the depression and the Second World War. 

As the preceding account suggests, it has generally taken a period of 
severe depression to arouse many farmers to organize; the rapid growth of 
their associations at such times proved an insecure foundation; the reforms 
demanded often could not be carried through or failed to provide permanent 
relief. Frequently, the real causes of their difficulties were inadequately 
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analyzed or else proved so deep-seated and complex as to be beyond rapid 
alteration; internal dissension and political wrangles weakened the organi- 
zations; and discouragement from failure to secure greater results, com- 
bined with the return of more prosperous tim6s — seldom in any appreciable 
measure due to the organizations’ activities — put an end to the movement. 
Nonetheless, these movements and the discussion connected with them 
were influential in shaping much legislation, particularly that dealing with 
monetary or banking matters, farm credits, control of railroads, regulation 
of produce exchanges and the packers, the tariff, agricultural education, 
and cooperative marketing. The organizations’ own activities promoted 
better methods of farming and improved the social life of rural communities. 
Through their mistakes as well as their successes, they have helped to show 
the farmer the underlying causes of his difficulties, the measures really 
required to better his condition, and the value of wisely guided organization. 

The Farmers’ Marketing Problems and Organizations. The devel- 
opments in the marketing of farm products previously noted meant that 
in selling these products the small-scale farmer found himself confronting 
powerful business units before which he seemed helpless. He shipped his 
products over railroads that might monopolize transportation; he often 
became dependent on large warehouses and systems of line elevators or 
cotton gins; the prices of his staples were fixed in distant markets, com- 
monly in (he new produce exchanges, the operations of which he seldom 
understood and always mistrusted. He saw the buyers of tobacco, cotton 
seed, livestock, and dairy products combining to lower the prices paid him; 
he saw consumers paying from two to four times as much as he had received 
for produce which had undergone little or no physical alteration since it 
left his farm and, without analyzing the situation, became convinced that 
he was being robbed. 

To overcome the weaknesses in their position, the farmers began to 
undertake various marketing functions themselves, chiefly by organizing 
marketing associations, commonly on a cooperative or semicooperative 
basis. Most 'Of this movement has occurred in the last three decades, and 
the more successful associations have been those handling a specialized 
crop where production for the available market has been centralized in 
some one locality. The California Fruit Growers’ Exchange handling citrus 
fruits is an outstanding example. Its success, supplemented by active 
stale support, led to the formation of many others, particularly those 
dealing in the specialized crops of the Pacific coast region such as prunes, 
apricots, apples, raisins, walnuts, rice, berries, and dairy products. In other 
regions, associations for handling tobacco and dairy products became fairly 
common, and a great variety of minor products were in part handled by 
such organizations. 
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In the case of the great staples sold in an international market, however, 
little success was attained until government support was afforded. Various 
attempts to organize the cotton growers failed; the wheat growers and live- 
stock raisers fared little better, though there were numerous local organi- 
zations for the cooperative marketing of these products. By 1929, there 
were 6,000 agricultural cooperative marketing associations with nearly 
700,000 members and over $1 billion of sales, of which one-half was from 
grain; livestock, fruits, and vegetables provided most of the remainder. 
From 1933 on, new governmental activities gave a further impetus to 
cooperative enterprises and by 1939 over 800,000 farm operators werc^ 
selling through a cooperative, nearly as many bought through a cnoper- 
ative, and over 700,000 bought some service supplied by a cooperative. 
Thus 22 per cent of all farm operators had business with one or more 
types of such associations, and the group interests were supported by the 
organization of the influential National Council of Farmer Coopera- 
tives. 

The extent to which these associations engaged in marketing activities 
and the results secured varied greatly. Some, like the local livestock asso- 
ciations, simply handle shipments and sales; others, such as the fruit 
growers, store, grade, and pack the produce, advertise it under a brand 
name, finance the movement, carefully control the selling, and in numerous 
other ways seek to enlarge and to protect the market. Lack of adequate 
financial resources together with inefficient management have been the 
most common causes of failures, except in cases where a monopoly of a 
given market was sought, when the chief obstacle was to get enough pro- 
ducers to join to control the supply. Until the generous legislative and 
financial support obtained from Federal or state authorities since 1930, such 
control proved very difficult to seciue, even where the producers were 
largely concentrated in one locality; yet it was not unknown. Thus, when 
the growers of Black Patch and Burley tobacco in Kentucky tried to pool 
their crops and limit supply to obtain a better price about 1907, it required 
resort to arson and murder on the part of their Night Riders to bring in 
enough members to achieve success. Although these pools soon disintegrated 
in a period of better prices, a similar movement among tobacco growers 
with much greater scope developed after 1920, only to experience a like 
fate till the government came to the rescue. Numerous efforts to organize 
the producers in the milk sheds supplying different city markets so that 
they could bargain more effectively with the distributors’ associations com- 
monly had the same experience. Yet the California Raisin Growers’ Asso- 
ciation, aided by highly localized production, secured such complete con- 
trol of supply that it came under the condemnation of the antitrust laws 
in 1918 and was forced to change its organization and practices to secure 
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the purely cooperative character that was granted a limited exemption 
from these laws in 1922. 

Although such marketing organizations have rarely been able to exert 
any appreciable and enduring influence on prices until recently when gov- 
ernment support was made available, they have markedly strengthened the 
farmer’s position as a seller and helped to remove some of the causes for 
his discontent. Also they have taught the farmer that the middlemen were 
not altogether responsible for many things for which they had been blamed 
and that the advantages to be obtained in assuming their functions him- 
self, though well worth the effort, were seldom so great was often claimed. 

Another gain for the farmers has been derived from the establishment of 
standard grades for many of his products and the more general provision 
for grading them. Often this has been done by the marketing associations, 
each establishing its own grades; but in the case of many great staples a 
further step in advance has come through Federal action fixing grades 
that were national in their application, as in the case of wheat, cotton, 
wool, and other products. Once the products are graded, the cost of subse- 
quent handling is reduced, and the market for the products is widened; 
also the farmer is thus better assured of obtaining a fair price and has a 
greater incentive to improve the quality of his product. The spread of the 
warehouse system for handling farm produce together with improved 
refrigeration methods provided better storage facilities and made possible a 
more orderly marketing of seasonal or perishable products, and state and 
Federal laws have better protected those using these facilities. 

The development of highly organized produce exchanges has been of 
advantage in marketing the farmer’s products, though he is typically dis- 
trustful of them and their operations were subject to some abuses. They 
provide the freest and most highly competitive markets as well as constant 
markets. The prices fixed there are known to all. They also afford oppor- 
tunities for shifting the risks arising from price fluctuations to groups that 
specialize in that activity; on the whole, they tend to lessen price fluctua- 
tions and to stabilize the market. Federal laws such as the Cotton Futmes 
acts of 1914 and 1916, the Grain Future Trading acts of 1921 and 1923, and 
the Commodities Exchange Act of 1936 have remedied certain abuses. 
The Packers and Stockyards Act of 1921 gave better protection to the 
farmer in the less highly organized livestock markets. 

The Financing of Agriculture. Because farming has remained a pur- 
suit carried on by small-scale units, it is not ranked among capitalistic 
industries. This has led many to overlook the very important fact that the 
ratio of the farmer’s investment (including land) to the value of his annual 
production is relatively very high — much higher than in manufacturing 
as a whole and probably not far below that in most public utilities. Thus 
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the conditions under which he was able to borrow were very important 
for the farmer, and this has been increased by the upward trend in the 
vadue of farm land and the growing outlay required for supplies and equip- 
ment. 

The farmer possesses in his land an asset that has long been regarded 
as one of the safest types of security for a loan — a fact that tends to lower 
the rate of interest on farm mortgages. On the other hand, various condi- 
tions tend to limit the supply of lendable funds available for the farmer. 
Before a loan is granted, an investigation of the farm and its owner must 
be made on the spot; preferably by someone familiar with the locality. 
This tends to limit the sources from which loans can be secured to those 
that are local, unless agencies are developed to make this investigation for 
lenders living at a distance. In the older, wealthier regions, where the local 
supply of lendable funds is relatively large, this may not be serious; but, 
together with the greater risks common to Western farming, it is one of 
the chief reasons for the high cost of farm loans which long prevailed in the 
newer sections of the West, where the rate of interest was often from 7 to 
10 per cent or more as compared with 5 or 6 per cent in the JNorth Atlantic 
states, to say nothing of the higher commission charges. 

Another limitation arose from the fact that national banks were pro- 
hibited from making loans on real-estate security until 1913, and even 
then the amount was limited. Thus, as far as banks were concerned, the 
farmer seeking a farm mortgage loan was dependent chiefly upon state 
banks, trust companies, or savings banks; even among these not a few 
were disinclined to invest heavily in farm mortgages, and in the older 
states laws often discriminated against such loans outside of the state. 

However, this period witnessed numerous developments that gave the 
farmer better facilities for borrowing and enlarged the market for farm 
mortgages. There was a rapid growth of concerns dealing in such mort- 
gages, especially in the 1880’s, and typically serving as an intermediary 
between Western borrowers and Eastern lenders. The rapid growth of 
life-insurance companies and their increasing investment in such mortgages 
down to 1920 tended to reduce interest rates and other charges wherever 
they made extensive purchases, notably in the Central West. An estimate 
of the farm mortgage indebtedness of the country about 1915 placed the 
total at nearly $3,600 million, of which life-insurance companies and banks 
each held about one-fifth; but the greatest portion was held by private 
individuals. During the speculative activities engendered by the prosperous 
war years, this debt rose to nearly $8 billion in 1921 and finally attained 
the peak of almost $11 billion in 1923. Since then, liquidation during the 
depression and reductions made possible by wartime prosperity reduced 
the figure to less than $5 billion at the opening of 1948. By then the pro- 
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portion of all farms subject to a mortgage had been cut to less than 30 per 
cent. 

The survey of the banking system preliminary to the adoption of the 
Federal Reserve System in 1913 helped to call attention to the inadequate 
farm credit facilities, and the farmer’s difficulties after 1920 emphasized 
the need for further action. This initiated the first period of marked Fed- 
eral activity in this field. Under the Federal Reserve Act national banks 
were allowed, under certain restrictions, to hold farm mortgages and also 
short-tenn paper used in financing the marketing of farm products. The 
Federal Farm Loan Act of 1916 provided a wider market for long-term 
farm loans, thus reducing the cost of borrowing and tending to lessen the 
disparity between interest raters in different sections of the country. It 
authorized a system of Federal land banks and joint-stock land banks under 
the supervision of a Federal Farm Loan Board. These banks were to buy 
farm mortgages to be used as security for tax-exempt bonds to be sold to 
the public. During the First World War, the government extended aid by 
subscribing to stock in the Federal land banks and making large purchase-s 
of bonds. In the postwar agricultural depression many of the joint-stock 
land banks found themselves in financial difficulties, and in 1933 measures 
were taken to liquidate them. The Federal system, aided by additional 
government funds, came through these trying years in somewhat better 
shape and in 1944 had over $1 billion of loans outstanding. To meet the 
farmers’ need for loans from 6 months to 3 years, an act of 1923 established 
the Federal Intermediate Credit Banks and the National Agricultural 
Credit Associations. 

When the prices of farm products experienced a further drastic decline 
after 1929 and the value of farm land fell to less than half the level pre- 
vailing in 1920, the distress was such as to lead to governmental provision 
for agricultural credit on a far more generous scale than ever before. More 
details will be given later; here it may be noted that in 1933 the Farm 
Credit Administration was set up as a supervising agency to coordinate and 
control all the then existing Federal units engaged in extending agricultural 
credits. The great bulk of Federal farm loans is made through four of its 
divisions, those in control of the land banks, intermediate credit, production 
credit, and cooperative loans. Together with other minor types of Federal 
loans since developed, some under and some outside the Credit Adminis- 
tration, it can fairly be claimed that the farmer’s legitimate needs for credit 
are as well, if not better, provided for than those of any other producing 
group. 

Interest rates on Federal loans, thanks to the low rate at which the gov- 
ernment could borrow, have been most moderate — on land bank loans not 
over 6 per cent and after 1935 only 4 per cent; the differences in rates 
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between sections have been almost eliminated; commission charges have 
been reduced; the terms for repayment have been better adapted to suit 
the farmer’s needs; and certain obstacles to obtaining loans embodied in 
the earlier laws have been modified. The results have led to statements 
that the farmer has really been able to obtain credit too easily. Certainly a 
great many farmers would have been better off in the long run if loans that 
they obtained in the years following 1916 had been denied them — much the 
same could also be said of individuals in other pursuits — but this weakness 
should be charged to defects of detail in the administration of the laws 
rather than to the general character of the laws which sought to overcome 
conditions that placed farmers at a disadvantage in borrowing as compared 
with other groups. Whether, as some assert, the government went beyond 
this to discriminate in favor of the farmers by subsidizing their credits at 
the expense of the public is not easily determinable when all the factors 
involved are taken into consideration, though this is quite possible. Justi- 
fication of such action would depend on broad questions of social policy 
and the relation of the farming class to that policy. 

Agricultural Laborers. On the vast majority of American farms — 
about four-fifths of those reporting in 1940 — no labor* is hired and all the 
work is done by members of the family. In recent decades, the number of 
hired workers has been slightly less than one-third of the number of family 
workers, the figures for 1940 being 2.5 and 8 million, respectively. The 
sources from which the farmer can draw hired labor are limited; in the main 
the supply comes from those who have been brought up in rural districts, 
usually on the farm. This supply is constantly being depleted as the rural 
population is drawn off into other pursuits, chiefly in the cities, and work 
on a farm as hired help appeals to few brought up in urban districts. Until 
immigration was drastically restricted, it provided some farm labor, though 
the number was small relative to those who had been engaged in agricul- 
ture in their home country. Many of the natives who accept such work 
look upon it as a means for accumulating enough money to start farming 
on their own account, perhaps first as a tenant and then as an owner. 

The marked seasonal fluctuation in the demand for farm labor compli- 
cates this problem of supply. In some regions, the additional help required 
in harvesting is obtained from those in the immediate locality who are not 
r^ularly employed, especially women and children where the work is not 
heavy, and the higher wages offered at this season may attract workers 
from other pursuits. In the Middle and Far West there developed a group 
that migrated from south to north as the seasons for harvesting the main 
crops succeeded one another. As better machine methods for harvesting 
certain crops, notably wheat, were introduced, this group became much 
smaller. A recent estimate places the number of such workers at between 
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200,000 and 300,000 who are chiefly employed in the cotton, fruit, and 
vegetable sections of the South, the fruit and vegetable sections of the 
Pacific coast, and the beet-sugar regions. Pay is apt to be relatively low, 
and the workers lead a precarious existence. * 

Financial Risks of the Farmer. Numerous developments have bene- 
fited the farmer by helping to reduce his risks or providing, through insur- 
ance or otherwise, for distributing his losses. All the advances in the use of 
more scientific methods, such as soil analysis, seed selection, better control 
over plant and animal diseases, greatly reduced possible losses by giving 
the farmer a belter knowledge of how to cooperate with nature. The weather 
bureau and radio aided in cutting losses. Better information as to market 
conditions, present and prospective, enabled him to decide more intelli- 
gently what to raise and when to sell to the best advantage. The facilities 
for hedging provided by tbe produce exchanges gave him a chance to shift 
the risks incident to price fluctuations. The growth of new forms of insur- 
ance for crops and livestock and the spread of farmers’ mutual fire-insur- 
ance companies afforded safeguards against crushing losses from other 
causes. Finally, better business methods in general, such as more common 
efforts to keep records or accounts and determine costs, have provided a 
more accurate basis for guidance in reducing possible losses. 

Tenancy. The marked growth in the proportion of farms operated by 
tenants after 1860 has given rise to much discussion and some alarm as 
marking a departure from the time when most farmers owned the land that 
they worked — a situation in marked contrast with that in most Eiu*opean 
countries and considered one of the most desirable features of American 
agriculture. Though no figures are available before 1880, when the census 
reported that 25 per cent of the farms were run by tenants, it is certain 
that this was much above the percentage for 1860, since the abolition of 
slavery was followed by a great growth of tenancy in the South. From 1880 
to 1890, when the figure rose to 35 per cent, the shift was rapid; thereafter 
there was a slow rise to the peak of 42.4 per cent in 1930 followed by a 
decline to less than 39 per cent in 1940, due chiefly to government aid, and 
to 32 per cent in 1915. The acreage thus operated in 1945 made up 22 per 
cent of the total farm acreage. 

That the causes for this growth of tenancy are varied is suggested by 
the marked differences in the extent of tenancy in different sections. In 
1940, in the South, about 48 per cent of the farms were operated by tenants, 
some two-fifths of these being sharecroppers; in the West North Central 
states, over 42 per cent; in the East North Central states, 28 per cent; in 
the Middle Atlantic states, 15 per cent; in New England, 7 per cent; in the 
Mountain states, 25 per cent; and in the Pacific coast states, 18 per cent. 
Certain types of products appear better adapted for the forms of tenancy 
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that prevail in this country than others. Thus the highest percentage is 
among farms whose chief products are cash crops involving a small invest- 
ment in working capital and providing a relatively rapid turnover, such as 
cotton, tobacco, rice, grain, and vegetables. Tenancy is much less common 
on farms devoted to fruits, livestock, and dairy products, where the invest- 
ment is larger and it takes longer to realize upon it. 

Tn the South it has also seemed to afford the best means for securing the 
labor of the colored population. When the large plantations were split up 
after the abolition of slavery, the freedmen, generally lacking the capital 
to buy a farm, became tenants. Only a flfth of the colored fanners of the 
South fully own their farms. Tenancy is highest in the more fertile sections 
of the cotton belt, where the typical farm of about 40 acres can be worked 
by a single family. The prevalent sharecropper system, which in 1940 
included 300,000 Negroes and four-fifths as many whites, with its close 
supervision makes the tenants’ position very similai’ to that of a hired 
man, except as it offers an incentive to better work through a share in the 
crops produced. The combination of conditions surrounding the Southern 
tenant class has resulted in one of the most backward and depressed groups 
in the country. 

In the North Central states, where tenancy increased markedly after 
1900, a different combination of conditions explains the phenomenon. As 
in the South, the dominance of annual cash crops is one factor; another is 
found in the rapid rise in the price of farm land between 1900 and 1920. The 
high cost of land made it harder to buy a farm; the long-continued rise 
tended to inflate the price in anticipation of a further rise. Rents, being 
based on the present productivity of the land, did not rise proportionately 
so that immediately it was cheaper to rent than to buy. In all sections of 
the country, the high price of land suitable for market gardening near the 
large cities has tended to increase tenancy. In California, the law prohibit- 
ing the ownership of land by aliens has forced such cultivators to become 
tenants. 

The fears aroused over the growth of tenancy are based on various 
reasons. It is claimed that a tenant is interested only in getting as much as 
possible out of the farm in a short time. He is not concerned with the long- 
run development of the land and has no adequate incentive to make per- 
ihanent improvements, since these ultimately inure to the benefit of his 
landlord and seldom i)ay for themselves during his tenancy. Also, he has 
less interest in furthering all phases of social development in the community 
since his stay there may be brief; the same may be true of his landlord if 
he lives elsewhere as an absentee. Finally, ownership of land instead of 
tenancy is said to give the sense of security such as all desire; by increasing 
an interest in the existing social order, it promotes stability. 
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On the other hand, it is pointed out that not all these evils are an in- 
evitable result of tenancy, but rather of the particular form that it may 
take. By providing for a longer term of tenancy, compensation to the tenant 
for improvements, and ensuring the general upkeep of the property, the 
likelihood of undesirable results can be greatly decreased. It must be ad- 
mitted, however, that the actual practice has fallen far short of such an 
ideal. Another claim is that where the tenant’s operations are supervised 
by the landlord, better methods and greater productivity will result, the 
assumption being that the owner is more experienced and intelligent. 

Finally, it is pointed out that in most of the country, though far less 
frequently in the South, tenancy may be only temporary anil is often but 
one step in the so-called “agricultural ladder” leading to farm ownership. 
Certainly where existing conditions are such that for many such a step is a 
necessary aid in attaining that goal, it should be available under adequately 
safeguarded terms. It is possible, as some believe, that the conditions are 
now somewhat stabilized so there will be little piessure for its increase in 
the future; in fact, a continuation of the governmental program to reduce 
it launched in the 1930’s may well bring a further decline. Yet it is regret- 
table that the time has })assed when quick and easy advance to the owner- 
ship of a farm provided a position of freedom and independence. This long 
constituted one of the most desirable features of American agriculture. 

Changes Affecting Rural Life. Other developments during this period, 
although not without economic significance, were especially important for 
their effect upon rural life, notably its attendant isolation. The spread of 
rural free delivery and the parcel post system gave the farmer easier and 
quicker connections with the outside world, as did the growth of rural 
telephone lines; 42 per cent of all farms had telephone connections in 1948. 
More recently, the radio established another link providing news, educa- 
tion, music, and entertainment along with its advertising. In a few sections, 
the rural or in ter urban electric road furnished a valuable connection. Of 
far greater significance was the advent of the automobile which made trips 
to the neighboring town or the more distant city a simple matter; 58 per 
cent of all farms had one or more cars in 1940. Aided by t he Rural Iillectrifi- 
cation Administration, the farms having access to electric power lines 
increased to 61 per cent of the total by 1947. By 1940, a third of the farm 
dwellings were lighted by electricity and nearly one-half by 1915. Marked 
progress has been made in improving rural schools, and busses often trans- 
port the farmer’s children to urban schools. Some states provide the rural 
districts with a library service; over half of all counties have a full-time 
public health service. Relatively few farms find the entertainment offered 
by the movie difficult of access. 

These developments, though less generally available in the South than 
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elsewhere, are only among the most important that might be mentioned, 
but they have greatly modified the isolation that had always been an 
outstanding characteristic of American rural life. By establishing closer 
contacts with the rest of civilization, they promote progress, create greater 
cultural unity, help to overcome one of the chief disadvantages of rural 
life, and make living on the farm more attractive. 

With this background of the more general developments affecting the 
economic and social organization of agriculture in mind, we can now turn 
to the history of agriculture in the shaping of which these developments 
were so important, taking up first the general course of events and subse- 
quently the particular developments among the main crops and in different 
sections of the country. 




Chapter XXXII 


AGRICULTURE SINCE 1860 (Continued). 
OTHER EXTRACTIVE INDUSTRIES 


The Progress of Agriculture in General. The progress of agriculture 
from decade to decade was considerably affected by conditions determining 
the general prosperity of the farmer. After 1865, despite declining prices, 
expansion proceeded at a rapid pace stimulated by the construction of 
railroads opening up Western land. Even during the long depression after 
1873, which entailed widespread suffering among the farmers of the West 
only partly mitigated by lower freight rates, the growth of the farm area 
and output continued. Starting about 1878, conditions improved and the 
1 880’s were fairly prosperous. Stimulated by unprecedented railroad build- 
ing and the prospective disappearance of good free land, the acreage in 
farms by 1890 rose to a figure 50 per cent above that in 1860. Yet the down- 
ward trend in prices, only briefly interrupted, 1878-1882, continued, and 
after the panic of 1893 the level dropped to the lowest point in half a cen- 
tury leaving farmers in the worst condition they had faced since the early 
1840’s. An abnormal series of dry years aggravated the difficulties in the 
West. As a result, the 1890’s witnessed the smallest growth in farm output 
since the 1860’s. Yet this same decade also saw the largest absolute addition 
to the area in farms — 215 million acres — of any decade in history, raising 
the total to 839 million acres or more than double the figure for 1860. The 
percentage gain was next to the highest for any decade since the census 
figures were gathered in 1840, being only surpassed in the decade of the 
1850’s. Over one-third of this addition was in the single state of Texas and 
nearly three quarters in the two tiers of West Central states just beyond 
the Mississippi. Probably most of this addition constituted land previously 
used as public range, which then passed to private ownership and reflected 
practically no increase in output. The addition to the improved land was 
relatively much smaller (see the chart on page 529). 

Commencing about 1897, the improvement in the situation became 
marked, and from then until 1920 the agriculture of the country enjoyed a 
prolonged period of general prosperity probably unequaled theretofore, 
though the periods between 1793 and 1817 or 1845 and 1865 might approach 
it in this respect. The general price level steadily rose, but farm products 
advanced still more rapidly. The supply of good free land being practically 
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exhausted, the depressing effects of its competition ceased to be appreciable 
except as other countries were opened up. The additions to the farm acreage 
during the following decades were relatively slight and the total addition, 
1900-1940, of 222 million acres barely surpassed that of the decade of the 
1890’s. The First World War created an abnormal demand for nearly all 
the great agricultural staples of the country and caused a sudden advance 
in the general price level. In the peak year, 1919, the gross income from 
farm products was nearly $17 billion or 150 per cent above the 1910-1914 
average. The exports of 1919 were about a fifth of this value and some 45 
per cent above the prewar level in volume. 

The prosperity of these years was reflected in the remarkable rise in 
farm values. In 1850, the average value of land and buildings per acre of 
farm land was some $1 1 ; but more than 50 years were to pass before this 
figure was doubled, the figure for 1900 being under $20. Then within tx single 
decade, this value was doubled and between 1910 and 1920 there was 
another increase of about 75 per cent, raising the figure to nearly $70 in 
1920. The average value of the land alone (not shown for earlier years) rose 
from $15.57 per acre in 1900 to $57.36 in 1920. This reflected the peak of 
the speculative boom engendered by the war. Farmers, unmindful of the 
experience after the Civil War, had recklessly bid up the price of land to 
expand their holdings and often borrowed heavily to do so, aided by the 
new credit facilities. As a result, the farm mortgage debt rose from $3.3 
billion before the war to $7.8 billion in 1921. The effects of the scarcity of 
good free land are reflected in the fact that, despite the farmer’s prosperity, 
there was only a relatively small increase in the land in farms, the total 
gain of 117 million acres, 1900-1920, representing a growth of only 14 per 
cent, though the rate of growth of the improved acreage was higher. 

The Depression Years, 1920-1940. The agricultural difficulties of the 
1920’s were greatly aggravated during the long depression after 1929, and 
the efforts to help the farmer under the New Deal resulted in what seems 
likely to mark the beginning of a new era in our agricultural history. The 
abnormal prosperity of agriculture, 1900-1920, had been founded on (1) 
the disappearance of free fertile land combined with an expanding domestic 
market, (2) the rapid world-wide rise in the general price level, especially 
marked in the case of farm products, and (3) the wartime inflation and 
abnormal demand for American products. A postwar reaction was to be 
expected, but the continued foreign demand staved this off until the pre- 
cipitate drop in prices of 1920-1921. The decline in the price of farm prod- 
ucts was more marked than that of most other commodities and, despite 
some recovery, these prices remained at a level relatively lower than that 
for commodities that the farmer had bought as compared with prewar 
years. This was chiefly because the farm output quickly recovered its first 
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losses and, aided by technological advance, soon exceeded the wartime 
level. This increase was obtained through more intensive farming as this 
decade witnessed a decline in the improved acreage. 

Another factor, chiefly affecting the great ‘staples cotton, wheat, corn, 
beef, and pork, was the greater competition faced in the export market, 
though the volume of exports remained above the prewar level till about 
the close of the decade. There was also some decline in the domestic con- 
sumption of meat and grain. The fall in prices was made the more serious 
for the farmer by his greatly increased burden of debt and mounting taxes. 

The farmer’s difficulties led to demands for relief in various forms backed 
by the organization of the agricultural bloc in Congress. There was a 
wholesale advance in duties on farm products to an unprecedented level 
under the tariff acts of 1921, 1922, and 1930. As this was of no benefit to 
the export staples. Congress passed bills to subsidize their sale abroad at 
prices below those in the domestic market, but vetoes by the President in 
1927 and 1928 blocked such action. Instead. th» Agricultural Marketing 
Act of 1929 created the Federal Farm Jloaru with a revolving fund of $500 
million to be used to stabilize prices. In a futile effort to do this during the 
next 3 years, most of the fund was used to buy up cotton or wheat, which 
finally had to be sold al a loss or given away, nearly three-quarters of the 
fund being lost thereby. This decade also saw both Federal and state aid ex- 
tended to farmers’ cooperative marketing associations, which were prac- 
tically exempted from the antitrust laws in 1922, and an addition to the 
agricultural credit facilities in 1923. 

When, after this trying decade for agriculture, the depression of 1929 
broke and the prices of farm products took another headlong dive till, in 
1932, they were at a level less than half that of 1923-1929 and a third below 
the prewar level, the plight of the farmers became desperate indeed. In 
that year, the gross income from farm production fell to $5.3 billion as 
compared with an average of $11 billion for 1923-1929. A drop of a quarter 
in the volume of agricultural exports by 1939 as compared with 1929 only 
aggravated the dilflculties. To the renewed and more insistent demands for 
relief that then arose, the new administration of 1933 responded to an 
extent unparalleled in our history. It inaugurated a veritable New Deal 
for the farmer and a new era for agriculture. 

Aid for Agriculture in the Depression. The first need was an imme- 
diate increase in the farmer’s cash income, both to relieve real distress and 
to stave off impending bankruptcies and loss of farms. At the start, pro- 
ducers of the great staples were helped; but the relief program was soon 
extended to include minor products so that nearly every commercial 
farmer benefited in one way or another. Even after conditions showed a 
marked improvement — by 1937 the serious drought years had passed and 
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prices nearly reached the desired 1910-1914 purchasing-power parity — an 
immediate increase in their cash income continued to be the main and 
almost the only demand of the lobbyists of the different farm groups that 
sweumed to Washington. The Senate which, because of its state basis of 
representation, had now become the political stronghold of the agricultural 
interests, provided in its farm bloc a vigorous support. 

As soon as the acute distress had passed. Secretary of Agriculture Wallace 
and his department sought to secure measures designed to promote a 
broader, long-run program for the improvement of agriculture. Thus in 
the mass of laws that emerged by 1938, which also embodied much learned 
from the sad experiences of the intervening years, there were to be found, 
besides the dominant purpose to raise the farmer’s cash income, provisions 
to promote soil conservation, better methods of farming, ever-normal 
granaries, and particularly care for the inarticulate, more depressed farm 
groups previously largely ignored. 

The first comprehensive measure of relief was the law of May, 1933, 
which created the Agricultural Adjustment Administration (the AAA). 
This law and later supplements provided immediate help to the debt- 
burdened farmer by offering loans on easy terms; it also advanced credit 
to help carry over the large surplus of various products that threatened to 
break the market. The government aided in this by buying large quantities 
of certain products. One clause of the law authorized the resort to various 
measures for inflating the currency, including a cut in the gold content of 
the dollar, with the objective of raising the general price level, and in 1934 
the President used this authority to reduce the gold in the dollar. The 
chief means to increase the farmer’s cash income were supplied by another 
elaborate group of provisions. To reduce the output of certain basic com- 
modities, benefit payments were offered to farmers who agreed to cut their 
production. To provide money for this, a tax was levied on those who proc- 
essed these products. The original list of basic commodities included wheat, 
cotton, corn, rice, tobacco, hogs, and milk and its products; but the de- 
mands of other producers led to additions including beet and cane sugar, 
cattle, and potatoes. 

To secure a more orderly marketing of existing and prospective supplies, 
the Secretary of Agriculture was authorized to arrange marketing agree- 
inents which could be used to limit sales, fix prices, and promote fair-trade 
practices under a licensing system. These agreements were exempted from 
the prohibitions of the antitrust laws. The price level for basic commodities 
which this act sought to establish was that which would give them the 
same purchasing power over commodities that the farmer bought as had 
existed in 1910-1914 (for tobacco, 1919-1929). The choice of this prewar 
purchasing-power parity base was highly favorable to the farmer, for those 
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years fell in a period during which the prices of agricultural products had 
been rising more rapidly than the general level of prices. 

When, in January, 1936, a Supreme Court decision invalidated the crop- 
restriction and processing tax provisions of Ihedaw, the agricultural situa- 
tion had greatly improved. Thanks to a disastrous drought in 1 934, said to 
be the worst since before 1860, and a poor crop year in 1935, the great 
surplus stocks had mostly been removed, except in the case of cotton and 
some grades of tobacco. In 1935, the price of farm produces averaged 66 
per cent above that in 1932 and 8 per cent above the prewar level; in 
purchasing-power parity they were 15 per cent beluv* that level. The 
farmers’ gross income from production was $8 billion, as against $5.3 billion 
in 1932, and was supplemented by half a billion in rental and benefit pay- 
ments from the government. The total of such payments during 3 years 
had been over $1.7 billion of which less than half had been obtained from 
the processing taxes. Meanwhile the burden of farm debt had been sub- 
stantially reduced, and much of the debt still outstanding had been re- 
funded on easier terms. Thus, when it came lo framing new legislation to 
replace the AAA, the problem of immediate farm relief was less urgent, and 
more consideration of a long-run agricultural polit y was possible. 

This was reflected in the Soil Conservation and Domestic Allotment Act 
of February, 1936. The farmer’s interest in this law was based on its 
possibilities for restricting output and yielding large benefit payments 
rather than in the stated conservation objectives, which were looked upon 
more as a protective disguise to enable the act to pass the scrutiny of the 
courts. The government, however, saw in this a device for paying the farmer 
to do what it had long been rather vainly trying to educate him to do. 
The act granted farmers benefit payments for decreasing their planting of 
soil-depleting crops and increasing that of soil-building cnjps, such as the 
legumes and grasses or trees, or for using methods of cultivation that 
checked soil erosion. As this program was not confined to the basic staples, 
it could be applied on most farms and so made a wide appeal. Appropria- 
tions up to $500 million a year were authorized for benefit payments. 
During 1937, some 3 million farms, including 65 per cent, of the total crop 
acreage, were operated under this program, receiving $300 million in benefit 
payments. 

In 1936, another drought, nearly as bad as in 1934, checked the increase 
in output threatened by the invalidation of the AAA and helped to raise 
the prices of farm products to within 8 per cent of the prewar parity and 
to increase the farmers’ gross cash income. Favorable weather in 1937 
brought unusually high crop yields and output, deispite some reduction in 
acreage. The cotton crop of almost 19 million bale.s was the largest on 
record and 40 per cent above that planned for; the wheat, corn, tobacco. 
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and sugar crops were all above normal. On top of this prospect of new 
surplus stocks came a general business reaction; prices dropped and farm 
income declined. The difficulties met with in the effort to secure the desired 
adjustment of production and prices during these years were an important 
factor in shaping the legislation of 1938. Another factor was a shift in the 
personnel of the Supreme Court giving hope of a more tolerant attitude 
toward this type of legislation. 

The Agricultural Adjustment Act of 1938 was a comprehensive measure 
for a long-run agricultural program involving considerable expansion in 
the scope, and a better coordination, of the Federal activities in this field. 
(1) It continued and strengthened the main provisions of the Soil Conserva- 
tion Act of 1936, increased their flexibility, and sought to secure an equita- 
ble division of the funds granted among the landlords, tenants, and crop- 
pers, besides limiting payments to individuals to $10,000. (2) The com- 
mercial producers of wheal, corn, cotton, tobacco, and rice who kept within 
an allotment calculated to provide a normal supply for domestic use or 
export and who observed approved soil-conservation practices were, as 
appropriations were made, to receive additional benefit payments to help 
restore the prewar parity prices of these crops. (3) Since unforeseen or un- 
controllable factors might still result in maladjusted supplies, there was 
included an elaborate set of provisions designed, in case of need, to regulate 
the flow of products to the market to secure the maintenance of normal 
supplies — the so-called “ever-normal granary.” This was to be secured by 
loans from the Commodity Credit Corporation whenever the supply of 
wheat, corn, or cotton exceeded a certain norm or the price fell below a 
certain percentage of parity and the producers had voted to adopt market 
quotas, thus providing the means for holding surplus stock off the market 
and practically guaranteeing a minimum price. I^)ans on any other farm 
product on approved terms were also authorized. Supplementing this was 
the authority given the Secretary of Agriculture to fix individual marketing 
quotas for any of the five staples, which, if accepted by a two-thirds vote 
of the producers affected, was to become operative on the issue of an order 
applicable to all producers. All sales in excess of the quotas were made 
subject to a heavy penalty tax. In the case of wheat growers, additional 
protection was provided by creating the Federal Crop Insurance Corpora- 
‘ tion to insure them against most of the unavoidable losses from drought, 
flood, insects, or plant diseases. 

Meanwhile the rather sketchy marketing provisions of the law of 1933 
had been replaced in 1935 and 1937 by special marketing acts with more 
detailed provisions rather similar to those adopted for the five staples in 
the act of 1938. These were particularly designed for, and chiefly used in, 
contrplling the marketing of fruits, vegetables, and milk and their products 
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(with minor exceptions), mostly very perishable commodities, often shipped 
a considerable distance, and having a highly localized and specialized pro- 
duction. The initiative in securing such agreements was left largely to 
producers' marketing organizations. The duration and success of these 
agreements varied considerably, the greatest difficulties arising in the case 
of milk; in 1938, 300,000 fruit and vegetable growers and 1,200,000 milk 
producers were operating under them. 

In the case of sugar, where beet and cane growers faced the competition 
of large imports from the insular possessions and Cuba, a new restrictive 
device was added in the form of the quota system whicii set definite limits 
to the imports from each of these sources. The doubling of the effective 
duty on sugar between 1921 and 1930 to over 2 cents a pound had greatly 
stimulated production in the insular possessions, whose sugar was admitted 
free; the imports from these sources had mounted rapidly till, by 1932, they 
provided nearly half the domestic consumption. Although this increase 
had been entirely at the expense <.f the Cuban p 'oduct, it had prevented 
the domestic producers, who provided a fifth of the consumption, 1923- 
1932, from gaining as much as had been hoped from the higher duties. 
Consequently the Sugar Act of 1934, along with other restrictive provisions, 
adopted a quota system which ensured the domestic growers a substantial 
increase in their share of the domestic consumption and reduced that of 
the insular possessions. 

As slightly altered by the Sugar Act of 1937, the quota of domestic 
producers was fixed at almost 30 per cent, or about 50 per cent more than 
they had supplied in the decade before 1933. The quota of the possessions 
was limited to 41.5 per cent, but, except for the Philippines, they got some 
compensation by being included in the benefit payments of this law. The 
foreign quota, which practically meant only Cuba, was fixed at 29 per 
cent, or barely half the proportion obtained from this source before 1929. 
Meanwhile, however, a trade agreement of 1934 had cut the duty on Cuban 
sugar about one-half. Subsequent laws have extended the quota system, 
though permitting some alteration in the quotas, through 1952. 

Obviously this quota system was the purest sort of protectionist measure 
and certainly not one calculated to promote soil conservation. Nonetheless, 
the act of 1937 also took over the program of the Soil Conservation Act 
for sugar and in addition provided for conditional payments to growers, 
for which up to $55 million a year could be appropriated, and an excise 
tax of about 3^ cent a pound on raw sugar was imposed on refiners to help 
cover this outlay. To qualify for payments, the producer must practice 
soil conservation, limit the crop he marketed to his quota, and, since it 
was felt that the benefits of earlier measures had largely accrued to a small 
group chiefly made up of processors, he must also eliminate specified child 
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labor, pay fair wages, and, if also a processor, pay a fair price for the sugar 
cane or beets that he bought. When one realizes that the burden imposed 
on the American consumer by this combination of protection and benefits 
far exceeded the $65 million, which was about the average farm value of 
the total domestic beet and cane crops used for sugar, 1923-1929, he may 
well marvel at the cost of sustaining this remarkably powerful producing 
group. 

In addition to the laws designed to raise prices, the farm relief program 
included at least two other groups of measures requiring notice: one provid- 
ing aid for debtor farmers and the other assistance to certain particularly 
depressed classes. To meet the demand for debtor relief, an act of 1934 
limited the foreclosure rights of mortgage holders but, as this was declared 
unconstitutional, it was replaced in 1935 by a law establishing a 3-year 
moratorium. Also extensive provision was made for extending Federal 
loans to farmers on easy terms, chiefly through the Federal Farm Mortgage 
Corporation set up in 1934. This not only enabled many fanners to carry 
on till the return of better times and pay off their debts but also substan- 
tially reduced the annual payments of those still remaining in debt. By 
January, 1938, the farm mortgage debt had been cut to $7 billion and by 
1945, aided by wartime prosperity, almost to $5 billion or half that of the 
peak in 1923. 

Among the group of measures to aid the most depressed class of farmers 
were the elaborate, but none too carefully considered, plans to shift sub- 
marginal farmers to sections where subsistence homesteads or semirural 
villages could be developed. These projects, most of which failed to suc- 
ceed, eventually came under the control of the Farm Security Administra- 
tion, established in 1937, which also took over the extension of rehabilita- 
tion loans and technical guidance to a far larger number of individual 
families where no community organization was involved. In addition, it 
was given the administration of the Farm Tenant Act of 1937 designed to 
help tenants acquire ownership of farms. In 1936, the Rural Electrification 
Administration was created to make loans to extend electric service to the 
farms. By 1945, over $400 million had been advanced, mostly to coopera- 
tives, and the number of farms receiving service was 2.7 million as com- 
pared with around 750,000 in 1935, two-thirds of the increase being aided 
by these loans. Construction of new lines continued to be pushed by both 
cooperatives and private companies so that it is predicted that by 1951 there 
will only be about 400,000 isolated farms lacking easy access to some line. 

General comment on the agricultural program of the depression years can 
be postponed to the chapter dealing with that period as a whole. It will 
suffice here to suggest the significance of the period in the general history 
of our agricultural development. 
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1. This program was designed to help agriculture meet the final and 
most difficult readjustments after a quarter century of marked prosperity 
culminated in the wartime speculative boom. Hit by one of the most 
severe depressions, if not the worst, in history. under conditions that made 
the effects far more serious than ever before, because of the heavy volume 
of debt, the more specialized form and larger quantity of farm equipment, 
and the greater commercialization of agriculture, it was certain that such a 
reaction would cause more widespread distress than farmers had ever 
experienced before. 

This reaction happened to come just about the period when the prospect 
for a long-time steady rise in the value of farm land was greatly diminished, 
if not obliterated, except as it might originate from m( iietary inflation. 
From colonial times, American farmers as a whole, but chiefly those in the 
new or more fertile regions, since the trend was by no means universal, had 
counted upon an increase in the value of their land to provide a substantial 
element in their long-run returns. After about 1 020, this prospect seemed 
likely to vanish as the ('continued expansion'! of the domestic market was 
seAerely checked by the declining rate of population growth (despite 
possibilities for greater consumption of certain products among under- 
nourished groups) and the fore ign markets, so basic a factor in the expan- 
sion of American agriculture down to about 1900, were increasingly reduced 
by the competition of newly opened land in less developed countries and 
the efforts of older countries to attain greater self-sufficiency combined 
with the slower rate of population growth in western Europe. Facing such 
an outlook, American farmers could no longer count on the rapid expansion 
of markets and rising land values that had prevailed theretofore, even if 
wars brought temporary gains. 

The severe depression coming just at the period when these other basic 
changes necessitated readjustments in agricultural policies only added to 
the farmers’ difficulties. Whatever the reaction of the agricultural program 
on the rest of the national economy and despite various obvious mistakes, 
it did greatly, mitigate the farmers’ distress during this period of readjust- 
ment. 

2. On the other hand, the long-run features of the agricultural program 
stressed the maintenance l)y various governmental subsidies and aids of 
the prewar status of agriculture instead of trying to assist readjustment to 
the changed world conditions. This left agriculture on a far more artificial 
and precarious basis of legislative support; judged solely on the grounds 
of national economy, it was an unsound basis. Also, it is one of greater 
dependence on the domestic market and one reflecting a shift toward a 
self-sufficing autarchy with great reliance for success on wise administra- 
tion. 
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3. There were, however, some measures promoting various long-time 
reforms in the economic position of the farmer which emerged from the 
legislation of these years. Here also, success will depend much on wise 
administration. 

Following the outbreak of the Second World War, another abnormal 
demand for American farm products developed, even greater than in the 
preceding war, and, aided by an extremely favorable policy of price control, 
the prosperity of the farmer soon reached an unprecedented peak, as will 
be explained in the chapter devoted to the war effort. It is to be hoped that 
in the endeavor to meet the inevitable postwar readjustment problem the 
lessons to be learned from the experiences of 1920-1940 will be recog- 
nized. 

Indices of Agriculture’s Growth. Though no one index provides a 
satisfactory measure of the growth of agriculture in general, there are 
various indices suggesting the general trend. The census returns covering 
the number of farms and the farm acreage are shown by the graph on 
page 529. Though the figures for different years are not always strictly 
comparable, the error is slight, except for 1870, when the returns, especially 
in the South, were incomplete. Judged by rate of growth of the farm acre- 
age, the period since 1860 falls into two parts: by 1900, the acreage of 1860 
had been doubled, but in the next 40 years the increase barely exceeded 
one-quarter, and the total addition during this latter period was little 
above that in the single decade 1890-1900. In 1860, about one-fifth of the 
total land area of the country was in farms; in 1900, 44 per cent; and in 
1940, 56 per cent. Of the increase between 1860 and 1920 less than one- 
twelfth was in states east of the Mississippi River. Thus the opening up 
of the West was the great factor making possible the expansion of this 
period. 

The area of improved farm land showed a more rapid rate of growth ris- 
ing from 163 million acres in 1860 to 503 million in 1920 since when, though 
comparable figures are lacking, any change has been small. However, 
population grew still more rapidly and the 1860 figure of 5.12 acres of 
improved land per capita was reduced about one-fifth. The proportion of 
the total farm land that was improved rose from 40 per cent in 1860 to 
over 57 per cent in 1890 but then declined to around one-half, chiefly 
because of the large subsequent additions of grazing land to the area in 
farms. 

The total number of persons ten years of age and over engaged in agri- 
culture rose from 5.9 million in 1870 to a peak of 11.6 million in 1910 and 
then fell nearly to 9.2 million in 1940. The decline was particularly marked 
in the case of child labor. Throughout the period, however, there was a 
steady decline in the proportion of the total gainfully employed population 
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that was found in agriculture; in 1860 it was about two-fifths of the total; 
in 1900, 37 per cent; and in 1940, under 18 per cent. The total physical 
output of agricultural products cannot be accurately measured, but un- 
doubtedly the growth was very great and the general trend was steadily 
upward even after 1920. Dr. King estimates that between 1860 and 1890 
the output was more than doubled and that this achievement was repeated 
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Fig. 45. The growth of farms, 18.50-1940. 

between 1890 and 1910. By 1930, it was nearly a quarter and by 1938 about 
one-third above the 1909-1913 level, yet during 1944-1948 it was running 
one-third above the average for 1935-1939. 

Though values are a basic factor in the farmers’ prosperity, one must 
make allowance in the following figures, when used as suggestive of agri- 
culture’s growth, for the marked shifts in the price level of farm products, 
remembering the decline from 1865 to 1896, the subsequent rapid rise to 
1920, and the following reaction. The value of specified farm property rose 
from nearly $8 billion in 1860 to over $20 billion in 1900 and $78 billion 
in 1920; though it fell to $41 billion in 1940, the loss had been recovered 
by 1947. Of the 1940 figure, 56 per cent represented the value of land, 25 
per cent that of buildings, 11 per cent that of livestock, and the balance 
that of implements and machinery. The average value of farm property 
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per farm fluctuated about $3,500 between 1860 and 1900, rose to the peak 
of $12,000 in 1920, dropped to under $6,800 in 1940, but was up to over 
$10,000 by 1945. The average value of farm land and buildings per acre 
rose from $16.32 in 1860 to almost $20 in 1900 and almost $70 in 1920. 
Though it had fallen below $32 in 1940, it was nearly back to the 1920 
peak by 1947. 



Fig. 46. Land in harvested crops. (Reproduced from R. II. Whitheck and V. C. Finch, 
Economic Geography."') 


Though the census figures on the value of the farm output are inadequate 
and not strictly comparable, they are at least suggestive. The gross value 
of farm products given by the Census for 1879, which involves some dupli- 
cation, was $2.2 billion; for 1899, the figure was more than doubled, and 
by 1909 it had risen to $8.5 billion. Sliifting at this date to the Department 
of Agriculture’s estimates of gross income from farm production,^ which 
eliminate duplications, we find that the total for 1909 was $6.2 billion and 
then rose to a peak of almost $18 billion in 1919, only to drop to around 
$13 billion between 1923 and 1929, and to a low of $6.4 billion in 1932. In 
the years 1936-1940 it rose to an average of $10 billion, exclusive of govern- 

1 This includes the value of farm products sold and the value of those retained for 
consumption on the home farm, but excludes the \alue of that retained for feed or 
seed and that unfit for use. 
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ment payments and, in the following war period, came to exceed the peak 
of 1919. 

Apparently, just about 1890 the net contribution of agriculture to the 
national economy, theretofore always the largest of all general activities, 
came to be exceeded by that of manufacturing. At the Census of 1920, 
manufacturing also surpassed agriculture in the number of individuals 
gainfully employed and since then has rapidly increased its lead. Yet the 
value of the property investment in farms, possibly excepting the 1930’s, 
appears to have exceeded that in manufacturing. Thus the period saw the 
shift from a nation primarily of farmers in 1860 to an essentially industrial 
country in the twentieth century. This meant a change of far-reaching 
significance in the economic, political, and social life of the people. 

The Growth of the Leading Crops. Throughout this period, corn 
held its position as much the most important and most valuable agricul- 
tural crop. Commonly, its value was from 50 to 100 per cent greater than 
that of the hay, the cotton, or the wheat crops, which made up the group 
ranking second in importance. The great increase in the average corn crop, 
some 150 per cent, occurred between 1865 and 1900, chiefly in the great 
corn belt extending from Ohio l,o the Missouri River, where it was closely 
associated with the gro>^th of livestock raising. Since then there has been 
little change, the average crop fluctuating around 2.5 billion bushels. The 
average yield per acre remained about the same throughout the period, but 
it is now being increased around a sixth by use of the new hybrid variety. 

Though commonly overlooked, the hay and forage crop has not infre- 
quently ranked next to corn, but far below it, in value. Up to 1900, the 
rate of increase almost equaled that of com, and since then the average 
crop has risen nearly one-half, aided by a slight growth in the yield per 
acre. 

Between 1865 and 1900, the average wheat crop rose 133 per cent. Follow- 
ing a decade of slight gain, Ihe crops of the subsequent period, fluctuating 
around 800 million bushels, were about a fifth larger, chiefly because of an 
expansion in acreage. The yield per acre rose slightly up to about 1900 since 
when it has remained around 14 bushels, or less than half that obtained in 
England by more intensive cultivation; but, as with most crops, there was 
an increase after 1940. The period brought considerable shifts in the main 
centers of production, notably the trend to concentrate in the region from 
Oklahoma north to the border. After about 1880, the crop declined in most 
states east of the Mississippi. In the Far West, the California crop increased 
rapidly up to about 1890 and then declined; that of eastern Washington 
and Oregon continued to grow; and the introduction of new varieties made 
possible some expansion in the semiarid regions. 

Following the return of peace, the cotton crop was barely half that raised 
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in 1860, and it was not until after 1878 that the latter was regularly sur- 
passed by crops exceeding 5 million bales. A fairly steady growth then 
raised the average crop to over 14 million bales in 1911-1915, the acreage 
being more than doubled. Subsequently, the -crop fluctuated about this 
level, though 1937 brought an all-time record of 19 million bales after 
which both acreage and production were reduced. Production in the older 
states generally increased up to about 1920, but that in the trans-Mississippi 
section grew much faster. By 1890, Texas had surpassed Mississippi as the 
leading cotton-growing state and in recent decades has raised about a 
quarter of the total crop. Growing of long-staple cotton has lately been 
introduced in the far Southwest, and the rapidly rising output has helped 
to reduce the dependence on foreign supplies. The yield per acre increased a 
fifth to almost 200 pounds by 1900, but thereafter generally fell below that 
until 1936-1940 when, under the government's program, it rose to an 
average of 239 pounds. With the development since 1860 of uses for the 
seed, previously commonly thrown away, the value of the cotton crop has 
been increased, in recent decades about a sixth, and this has usually helped 
to give it second rank among all crops. 

The only other important cereal crop is oats. Though its value is much 
below that of the wheat crop, the acreage devoted to it has almost invari- 
ably somewhat exceeded that used for cotton. By 1900, both acreage and 
crop had about tripled and, by 1914, both had been increased about a 
quarter more, bringing the production to some 1.1 billion bushels which 
has since remained the approximate average. Most of the increase occurred 
in the region extending from northwestern Ohio to the Missouri River. The 
yield per acre rose slightly up to 1900, since when it has remained about 
30 bushels, far below that of Great Britain or Germany. 

Although the five crops just described occupy nearly 90 per cent of the 
acreage devoted to all crops and make up about 80 per cent of their total 
value, some of the period's striking developments in the minor crops deserve 
mention. Among these is the rise of the beet-sugar industry. Starting about 
1870, the crop remained insignificant till after 1890 and then increased by 
leaps and bounds; it permanently surpassed the cane-sugar crop after 1905 
and just before the adoption of the quota system its output, averaging 
over 1.3 million tons, was six times that of cane. This growth then provided 
the country with over a fifth of its consumption of sugar and, as the insular 
possessions supplied nearly half, the former heavy dependence on foreign 
supplies, mainly Cuban, was greatly reduced. The adoption of the quota 
system secured a further increase in the domestic crops of both beet and 
cane. Beet sugar is raised in a belt extending from Ohio and Michigan to 
the Pacific, the leading states being California, Colorado, Michigan, Idaho, 
Montana, and Nebraska. 
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Though rice still remains a minor crop in value, its production underwent 
remarkable shifts during this period. The production in South Carolina 
and Georgia was resumed far below the 1860 level and declined to an 
insignificant figure after 1900 so that the country became a heavy importer. 
The center of production shifted to Louisiana which took the lead from 
South Carolina before 1890. Though the 1860 crop was not surpassed until 
the 1890’s, the subsequent growth in Louisiana and later in Texas, Arkan- 
sas, and California was such that, after 1918, the United Slates became a 
large net exporter of rice and by 1939 was raising a crop almost seven times 
that of 1859. 

It was not until about 1880 that the tobacco crop regained the prewar 
level, but after 1900 this waf more than doubled, averaging over 900 million 
pounds, a figure which had been raised to almost 1.5 billion by 1940 with 
an average value of $277 million. Kentucky was far in the lead as a pro- 
ducer till about 1930, but since then North Carolina has rapidly surpassed 
her. South Carolina’s crop has risen rapidly since 1900; Teiinassee’s has 
advanced to more than double the 1859 level, but Virginia’s has seldom 
equaled that level. The United States commonly raises about one-third of 
the world’s production. 

Barley growing has enjoyed a rather unusual and persistent expansion, 
the crop in 1939 being sixteen times that of 1859. New York’s output 
rapidly dwindled after 1890, and California lost its unvarying leadership 
after 1900 with the rapid growth that took place in Minnesota, the Dakotas, 
and Wisconsin. The rye crop showed little gain until after 1880, but by 
the 1930’s it had doubled. The center of production passed from the Middle 
Atlantic states first to the East North Central group and then to Minnesota 
and the Dakotas. Between 1930, when little was raised, and 1940, the soy- 
bean crop rose nearly 1,000 per cent, and it then received a great impetus 
from the war. Production is mostly between Ohio and Iowa, centering in 
Illinois. With the growth of urban population, market gardening in the 
adjacent regions has been stimulated, while the introduction of refrigerator 
cars and better methods for preserving and canning enabled far-distant 
regions to specialize in vegetables for city markets. The same developments 
promoted the rapid expansion of fruit growing, notably in parts of the 
South and the Pacific coast states. In recent years, vegetables have pro- 
vided about a tenth of the value of all farm crops, potatoes contributing 
over one-third of this; fruits and nuts have provided around a fourteenth 
of the total. 

Animals and Animal Products. During this period, the numbers of 
the chief kinds of livestock on the farms showed a rapid increase up to 
around 1900. Since then, all groups but dairy cows and chickens either 
showed no enduring gain or declined. Much the greatest decline — almost 
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one-half since 1920 — ^was in the number of horses. Among other livestock, 
however, there was an improvement in quality, which somewhat offset 
the effects of the decline in quantity. 

The growth in the number of beef cattle and sheep was closely associated 
with the opening up of the range in the Plains and the Rocky Mountain 
region after 1865. The great northward drives of Texas Longhorn cattle 
started in 1866, and it is estimated that by 1884 some 6 million head had 
been sent out over one or another of the long trails which usually ended at 
the different cow towns of Kansas and Nebraska that sprang up at the 
rail heads as construction of the railroads advanced. Tiit-re they were sold 
to corn-belt feeders to be fattened or shipped direct to the rapidly growing 
packing plants, now able to send fresh meat to the East in refrigerator 
cars. Some were also diverted to build up herds on the northern range from 
Dakota westward, and other breeds, especially the Hereford and Angus, 
were brought in to improve the herds’ beef quality. The great boom period 
here came between 1878 and 1885 stimulated by high profits, the completion 
of the Northern Pacific, and the ending of serious Indian raids. Numerous 
large companies backed by Eastern and British capital entered the field, 
and soon the range was overstocked. A drought in 1886 followed by an 
extreme winter resulted in losses of three-quarters of the stock and the 
ruin of most of the companies. In the consequent reorganization of the 
industry, herds were reduced in size, provision was made for winter fodder, 
and steps were taken to secure private control of grazing land. By 1890, 
the total of all cattle in the country was 58 million or more than double 
the figure of 1860. Since then, the increavse has been slight. 

The rise of the range sheep industry of the Far West followed slightly 
behind that of the cattle industry. It also was based on stock from Texas 
and New Mexico of Spanish origin, driven northward and later improved 
by breeds brought from the East. The growth was so rapid that, despite 
the great decline in the flocks of the older states after the collapse of the 
Civil War boom, the number of sheep in the country reached 50 million 
by 1885 or more than double the figure for 1860. Since then, though subject 
to considerable variation, the number has fluctuated about a somewhat 
lower level. The declining flocks in the older states became a part of general 
farming and were kept for mutton and lamb rather than for wool. In the 
region between the high plains east of the Rockies and the western slopes 
of the Cascades and the Sierras, where most of the sheep are found, a 
similar shift away from the original primary objective of wool has taken 
place. 

Though the raising of hogs remained fairly widespread east of the 
Mountain states, the growth of this industry was closely connected with 
the growth of the com belt, where it became increasingly concentrated. 
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The census return of 63 million hogs for 1900 was almost double the 1860 
figure, but has seldom been surpassed in any year since then. 

The most steady and consistent growth among livestock has been that 
of the dairy cows. By 1890, the number was double that in 1860 and, by 
1940, a further increase of 50 per cent had taken place, not to mention a 
large increase in the yield of milk per cow. This growth was more closely 
connected with the growth of population than that of any other class of 
livestock. For the same reason, the distribution of dairy cows corresponds 
more closely to the distribution of population, as the market for fluid milk 
is distinctly limited in area. Proximity to the markets explains the success 
of this industry in supplanting many other farm products in the older 
sections of the country. Favorable conditions for green pasturage and the 
purchase of feed help to explain such concentration as is found in Wisconsin 
and adjoining states where, owing to the fluid milk surplus, the production 
of butter and cheese is relatively great. Over two-fifths of the milk produced 
is consumed as milk, and about the same proportion is made into butter; 
the rest is used for cheese, condensed or evaporated milk, ice cream, and 
the feeding of calves. Though the shift of butter making from the farm to 
the creameries has been rapid, especially since about 1890, a fifth of the 
output is still made on the farms and nearly half the farms produce some 
butter. Cheese making is confined mainly to the factories, about two-thirds 
of the output coming from Wisconsin. The gross farm income from dairy 
products in 1940 was nearly $1.9 billion. 

The growth of poultry raising has tended to resemble that of dairying. 
Most farms keep chickens as well as cows, and the quantity of poultry 
raised in any section is closely related to the density of population. Such 
concentration as exists is found in the region extending from the Middle 
Atlantic states to the Missouri River. The gross income from poultry and 
poultry products in 1940 was over $1 billion. 

Almost half the gross farm income from livestock and their products — 
nearly $2.6 billion out of $5,6 billion in 1940 — was derived from the sale 
or slaughter of meat animals. Most of the.se animals were sold, as the busi- 
ness of slaughtering on the farms has greatly declined; at the 1940 census, 
few farms reported any slaughtering of sheep and lambs, barely a tenth 
that of cattle and calves, but two-thirds slaughtered some hogs, this being 
most common in the South. Probably most of the meat obtained from such 
slaughtering was consumed on the farm, though some was sold. 

The Relative Importance of Agricultural Products. Since a clear 
conception of the relative importance of different agricultural products is 
essential to understand our present-day agriculture, to interpret the 
farmer’s psychology and political reactions, or to analyze the reactions of 
agricultural conditions upon general business and the national economy, the 
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outcome of the developments during this period can well be summarized. 
This is the more necessary because of the popular tendency to exaggerate 
the importance of certain crops such as cotton, wheat, tobacco, or sugar (of 
the first two, partly because they enter so extensively into trade), and to 
forget the predominance of corn and the great value of the hay crop. The 
accompanying table, covering the average annual value and acreage har- 
vested of the leading crops, 1936-1940, shows the situation prevailing 
before the reactions of war became appreciable. Corn, it will be observed, 
still held its preeminent position with a value around twice that of the 


Average Farm Value and Acreage Harvested of the Leading and Some Minor 
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614 
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Oats . . 

328 

34.8 
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96 

13.3 




Sugar, beet and cane 

72 
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cotton, the hay, or the wheat crops, which constituted the group next in 
importance. A third group includes oats, potatoes, and tobacco each of 
which crops had a value less than a quarter that of the corn crop. Next in 
rank below the field crops listed came soybeans, dry edible beans, peanuts, 
rice, and rye with values between $53 and $34 million. All vegetables other 
than potatoes had a farm value of over $400 million; fruits and nuts 
amounted to about the same, citrus fruits and apples each contributing a 
quarter of the total. 

Previous to 1928, the gross farm income from livestock and their products 
was almost invariably exceeded by that from farm crops; ever since, the 
situation has been reversed and by 1940 the former was about 40 per cent 
above the latter. To the extent that crops were used to feed the livestock, 
the income from the latter was a duplication rather than an addition to 
the farmers’ income. In 1939, a seventh of the value of farm products was 
consumed by the farm households. 

Dominant Factors in the Trend of Developments. On looking back 
over the more detailed account, we observe certain basic trends and the 
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factors shaping them. The history of the country’s agriculture since 1860 
is clearly divisible into two rather sharply differentiated periods around 
the close of the century: (1) In the first, after the Civil War boom, there 
was a persistent decline in the prices of farm products to about the low 
point of the century in 1896. (2) In the second, there was a rapid rise to 
1910 followed by the war boom and the subsequent reaction which still 
left the prices of 1936-1940 at the 1910 level. It was in the first period that 
the great growth in fann acreage and physical volume of farm products 
occurred, both more than doubling; in the second 40 years, the rate of 
expansion was far slower, the acreage increasing less than one-quarter and 
the volume of output about one-half. 

The great growth in output during the first period, most of which took 
place before 1890, was primarily based: (1) as far as supply was concerned, 
on the availability of cheap fertile land in the trans-Mississippi region and 
of the new farm machinery, (2) on the demand from the rapidly growing 
urban population of the East and of Europe, (3) on the improved facilities 
and great reduction in the cost of transport overland and overseas which 
helped to enable the farmer to compete in this rising market , despite the 
growing competition from less developed countries and the trend toward 
protectionism on the Continent. Eastern farmers, because of this competi- 
tion from the West, were forced to shift to other products or abandon their 
farms. The volume of farm products exported steadily rose to a peak about 
1900, and throughout this period these exports made up around three- 
quarters of the value of all exports and nearly a fifth of the value of all 
farm products sold. 

In the second period, expansion was severely limited by the small amount 
of land that could be added to the cultivated area. A growth in output 
became increasingly dependent upon more intensive, more scientific, and 
better mechanized methods of production; yet the most striking gain was 
in the greater output per unit of labor rather than in the slight gain per 
unit of land. In the second place, expansion was checked by the slower 
growth of the market both at home and abroad. In both the United States 
and western Europe, population increased at a much less rapid rate. In 
the United States, the per capita consumption of meats and grains tended 
to decrease, though there was also a substantial increase in that of dairy 
products, fruits, and vegetables, the classes of farm products where the 
growth in output was most rapid. The export market was further limited 
by the growing competition from less developed countries such as Canada, 
Argentina, and Australia— a competition also felt in the domestic market 
despite greater protective devices— and, especially after 1920, by the pro- 
tectionist movement abroad. Previous to 1914 the exports of farm food 
products regularly exceeded the imports, but from 1925 to 1941 this situa- 
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lion was reversed. Just before 1940, only 8 per cent of the farmers’ gross 
income was derived from exports or about half the proportion before 1914. 

As a result of this slower growth, agriculture lost its preeminence as a 
sector in the national economy. Except as stimulated by the abnormal 
influence of the world wars when new records were made, the volume of 
agricultural exports declined and their value was far exceeded by that of 
manufactured goods. The farmer became more dependent upon the domes- 
tic market for the sale of his produce than ever before, and the greater 
possibilities for controlling that market led to demands for extensive govern- 
mental aid in doing so. 

By the opening of the second period, as the supply of free fertile land was 
practically exhausted and the railroad system had been well rounded out 
while freight rates remained relatively fixed, elements of stability thereto- 
fore lacking were introduced into the agricultural situation. The rate at 
which Western competition with the East had been growing was greatly 
reduced, and regional shifts in the production of the great staples at least 
became much less marked. The outcome was a more stabilized regional 
specialization; the North Atlantic states concentrated on dairying, market 
gardening, and certain fruits; the South on cotton, tobacco, certain semi- 
tropical products, early market-garden products, and fruits; the North 
Central states on grains, live-stock, and dairy products; the Mountain states 
on cattle, sheep, and beet sugar; and the Pacific coast states on fruits and 
grain (see the map on page 532). 

The two periods are also differentiated by the contrasts in the movements 
and the general level of farm land values with their consequent reactions. 
In the country as a whole, the rise in the value of farm real estate per acre 
in the 40 years ending in 1900 was less than 25 per cent; only in the newer 
sections of the West was it marked. In the next 20 years, the national 
average increased 250 per cent; in 1940, after the violent deflation, it still 
remained 50 per cent above the 1900 level and by 1947 was nearly back to 
the 1920 peak. It was only very gradually, however, that the higher level 
of land values after 1900 led to the adoption of more intensive methods of 
cultivation and greater attention to conserving the fertility of the soil, 
though the agricultural program after 1933 gave a distinct impetus to the 
movement. The average size of the farms showed relatively little change 
between 1870 and 1930 (see the chart on page 529). The enormous bonanza 
wheat farms, such as arose in California or in the valley of the Red River 
of the North, and the largest cattle ranches tended to break up after 1890, 
yet the 1940 census showed a substantial rise in average size of the farm. 
This was due very largely to the growth of large farms in the region to the 
west of the 95th meridian and the inclusion of public land rented to farmers 
under the Taylor Grazing Act. Nearly all the farms of 1,000 acres or more 
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were located there and, although such farms made up but 1.6 per cent of 
the country’s total and 10 per cent of the value of farm real estate, they 
included 34 per cent of all the land in farms. In much of the livestock-raising 
section, however, even 1,000 acres would not support a single family. 

During the first period, the cheapness of land tended to accentuate the 
prevalence of the one-crop system, this being especially marked in the West 
as soon as cheap transport facilities became available to provide easy access 
to the great staple markets. This continued that process of mining the soil 
which has been so common a feature of the country’s agriculture. The fact 
that so much farm land tended to rise in value, even when the soil was being 
depleted, was often sufficient to offset, if not to conceal, this element of 
loss in the eyes of the farmer. Doubtless there were many cases where, 
had this depletion been reckoned as an element in cost, the farmer would 
be found to have sold his produce at a loss; his profit, if any above a fair 
wage for his work, came from the rise in the value of his land. 

Another factor accentuating the mining of the soil was the tendency 
wherever land was rising in value to overcapitalize it; it sold at a higher 
price than was justified by its earning power at the time of sale. The buyer, 
seldom having much reserve of capital and often faced with a heavy mort- 
gage burden as well as taxes, found that he must get as much as possible 
out of the land at once to make both ends meet. This fairly common, but 
often overlooked, situation explains various features characteristic of the 
history of American agriculture. 

In the first half of the second period, the faith in rising land values was 
strengthened not only by the rapidity of the advance even before the war 
but by the fact that it was marked in the older states as well as in the West. 
Yet the disastrous reaction in the second half of the period dealt this faith 
a blow from which it may never recover. Despite the renewed rapid rise 
during the Second World War, few farmers will count on its maintenance 
as so many did in 1918. Excluding monetary inflation or higher tariffs, 
uncertain but always possible, the prospect of any such general advance as 
cheiracterized the past seems slight. 

In this second period, therefore, chiefly after 1920, the shattering of the 
faith in constantly rising land values, combined with the much higher level 
of values that prevailed despite the great fluctuations, tended to induce 
farmers to give more attention to soil conservation. This was reflected 
mainly in the movement to secure greater diversification of crops — also 
stimulated during the depression by the wish to i^ecure greater stability 
in income — and in the greater use of fertilizer or soil-building crops. After 
1933, the government’s agricultural conservation program also stressed 
prevention of soil erosion and by its subsidies gave a new impetus to the 
whole movement. By 1940, soil-conservation district laws existed in thirty- 
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eight states, and forty-six states had land-use planning committees, yet 
even then the progress made was very moderate. Though any such in- 
tensity of cultivation as prevails in much of western Europe would not be 
justified in view of the comparatively low cost of land and the high cost 
of labor in the United States, it is clear that the future expansion of this 
country’s agricultural output will depend largely on the progress made 
along these lines plus the contributions of science. 

The Mining and Quarrying Industry. Ranking second to agriculture 
among the extractive industries, though very far below it, stands the mining 
and quarrying industry. Popular impression tends to exaggerate the direct 
contribution of this industry to the national economy, but, despite its 
remarkable expansion after 1860, the industry in recent years has con- 
tributed less than 2 per cent of the national income and included but 2 
per cent of the gainfully employed. Indirectly, however, the importance of 
the industry is enhanced by the fact that the development of so many other 
lines of economic activity has been furthered by its expansion. 

The outstanding featiue in the industry’s history was the very rapid rate 
at which the physical output of numerous mineral products rose; in the 
case of many important products, the output doubled in nearly every 
decade down to 1920. Thereafter down to 1939, the output of metals fell 
oir, but the rise in the output of petroleum, gas, and other nonmetals was 
such as to raise the industry’s total by one-third. The basic factors in this 
growth were varied; besides the rising demand for the products, they in- 
cluded the discovery of new soitfces of supply, the developments in trans- 
port facilities, and the scientific progress in such fields as geology, chemistry, 
and mining engineering. In consequence, it was during this period that the 
industry was transformed from the small-scale mining of rich outcrops to 
the large-scale mining of low-grade ores, both surface and underground. 

Technological Developments. On one side, scientific progress helped 
to create a demand for many mineral products theretofore little used, if not 
unknown, and greatly to increase the demand for others. Also it helped 
to discover and make economically available new sources of supply. Prog- 
ress in geology furnished a surer guide in the search carried on by both 
private initiative and the extensive work of the government’s geological 
survey; new technological devices for exploring mineral deposits lessened 
the speculative risks attendant upon their development. By about 1900, 
exploration of the rich resources of the West had made known the chief 
fields of metallic ores now worked, but discoveries of other mineral de- 
posits, notably those of petroleum, continued to be made. 

In addition, science, particularly chemistry, together with mining en- 
gineering provided better means for extracting these resources. The prac- 
ticability of deep mining is said to have been first proved at the Comstock 
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Lode. At the start used chiefly for mining gold and silver, deep mining was 
later extended to copper and other ores, its adoption being furthered by 
improved methods for drilling, hoisting, draining, and ventilating, in all 
of which the advent of electric power greatly aided. Resort to low-grade 
ores on a large scale started in the Mesabi iron deposits in the 1890’s and 
soon was employed in the Western open-surface copper mines. In the 
spread of open-surface mining, later employed for other minerals, the 
development of the power shovel played a large part. The use of low-grade 
ores also depended on the devising of better means for crushing, grinding, 
separating, and concentrating ores. Incidentally, it should be noted that 
improved methods for the recovery of scrap and waste provided an increas- 
ing secondary supply of metals which in cases like iron, copper, lead, and 
zinc came to equal between 15 and 50 per cent of the primary output from 
the mines. 

The improved technology enabled even those branches of the industry 
forced to fall back on the use of lower grade ores to raise both their output 
and their productivity. Adequate data for the first half of the period are 
lacking, but a study for the National Bureau of Economic Research con- 
cludes that for mining as a whole between 1902 and 1959 oulpid was nearly 
tripled and output per man-hour was multiplied more than times. This 
record, which even exceeded that in manufacturing for the same period, 
was made possible largely by the spectacular advances in the petroleum 
industry; excluding that, the rise in output was 41 per cent, and that in 
man-hour productivity 119 per cent. The increased output of the industry 
as a whole was secured with practically no change in the number employed 
and, owing to shorter hours, an actual decrease in rnan-hours of work. All 
this reflected a further step taken to secure more effective cooperation 
between man and his environment. 

Developments in the Economic Organization. Along with the tech- 
nological developments and greatly influenced by them, came the changes 
in economic organization. Outstanding among these was the marked trend 
toward capitalistic methods of production. The increase in the use of power 
is suggested by the fact that the rating of the power equipment in 1939 
was over 13 million horsepower; although the figure of 1860 is unknown, it 
must have been insignificant; the figure for 1900 was under 3 million. The 
electric energy consumed in 1939 was over 8 billion kilowatt-hours, three- 
quarters of it being purchased. On the other hand, the use of labor increased 
much less rapidly than the use of capital goods or the volume of output, 
the number employed in the industry in 1939 being around seven or eight 
times that in 1860. 

The resulting trend toward large-scale production led to increased use 
of the corporate form of organization and, in certain branches of the indus- 
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try, to a marked concentration of control over output. As classified by the 
1940 census, corporations made up nearly half of the 21,000 operating con- 
cerns, but they had almost nine-tenths of those employed in the industry 
and a like proportion of the value of its output. Concentration of control 
among the leading branches of the industry was most marked in the case 
of anthracite, lead, and copper. 

In mining, the problem of securing the proper adjustment of demand and 
supply, besides being aggravated as elsewhere by the increased use of 
fixed and specialized capital, is rendered more difficult by other conditions 
in certain branches of the industry. (1) Underground mines are difficult to 
close down without a heavy loss. (2) The natural conditions that limit the 
supply of minerals make it difficult to open new mines rapidly or suddenly 
to increase the output of existing mines. (3) Certain mineral products, 
largely used in manufacturing, are subject to great fluctuations in demand. 
(4) The oil industry faces another difficulty, since many producers may be 
drawing from one pool and each tnas to secure as much as possible before 
the supply is exhausted, regardless of any glut in the market. Though the 
effect of these conditions varies considerably among different products, 
the result has been to make certain branches of the industry, notably oil 
and soft coal, subject to peculiar distress. This, combined with the im- 
portancre of these two branches, explains the special measures adopted for 
their stabilization after 1933. 

There were also various developments tending to reduce the financial 
risks of the industry. The better methods for determining the presence of 
mineral deposits have already been mentioned. New safety devices to 
protect both workers and property helped to offset the greater dangers 
that came with deeper shafts and more use of machinery. Consolidation 
of ownership of separate mines, sometimes of those yielding different 
minerals, helped to distribute risks and to afford greater financial stability. 
Where substantial control of output developed, it might, but did not neces- 
sarily, have a similar effect. 

Developments in the Leading Mineral Industries. Until the rather 
recent expansion of the oil industry, coal was commonly by far the mosl 
valuable mineral product, and in 1939 over half of all those engaged in the 
mineral industries were employed in this branch. The output of coal rose 
from 13 million tons in 1860 to a peak of 678 million tons in 1918 which far 
exceeded that of any other country. Thereafter, owing to increased effi- 
ciency in its use and the competition of other sources of heat and power, the 
output declined and in 1940 was some 500 million tons (see the chart on 
page 544). The increased importance of coal in the national economy is 
reflected in the per capita production averaging about 5 tons a year during 
the 1920’s or ten times the figure for 1860. 
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The great growth was in the output of soft coal, owing to the adoption 
of more efficient methods for its use and the opening up of new fields, the 
most productive being in West Virginia, southern Illinois, and adjacent 
states. Less valuable mines were opened in Alabama, the Mountain states, 
and scattered areas on the plains. In 1860, soft coal made up a third of the 
total output, but in recent years it constituted nine-tenths of it. The pro- 
duction of anthracite remained practically confined to Pennsylvania and 
reached its peak in 1917, since when it has been nearly cut in half. Tech- 
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Fig. 48. Coal production since 1822. 

nological progress was less rapid in coal mining than in other branches, but 
the output per man-year in 1929 was about double that in 1880, thanks 
especially to the spread of mechanical cutting and loading. 

The phenomenal growth of the petroleum industry and the accompanying 
output of natural gas were entirely a product of this period, the first oil 
well having been opened in 1859. Production rose from 500,000 barrels in 
1860 to 26 million in 1880 and 63 million in 1900. Until then, production 
had come almost entirely from the Appalachian field where it subsequently 
declined. The great increase since then, raising the output to 442 million 
barrels in 1920 and over 1,300 million in 1940, has come from the opening 
up of the mid-continent and Gulf fields in Texas, Oklahoma, and adjoining 
states and from the California field. This gave the United States around 
two-thirds of the world’s output. The value of the natural gas sold in 1940 
was over two-fifths that of the crude oil produced, and the quantity was 
nearly four times that of manufactured gas. It proved particularly useful 
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in that supplies were largest in sections where coal was relatively scarce, 
though now it is piped to coal-producing regions. 

The production of crude oil has never been marked by the concentration 
of control that once existed in the subsequent processes of pipe-line trans- 
portation and refining. The Standard Oil Company at the height of its 
power, 1880-1911, when it controlled nearly 90 per cent of the refined 
product, never owned more than a fifth of the crude production. Since it 
was split up by the Supreme Court in 1911, there has been a marked tend- 
ency among the successor units as well as the more rapidly growing inde- 
pendents to extend their control over oil wells and secuiv. a more effective 
integration. But to stabilize production, it was found necessary after 1933 
to resort to interstate compacts limiting output and backed by the support 
of the Federal authority. 

Ranking third in value of output among the mineral industries in 1939, 
though contributing less than 5 per cent of the total, was iron ore. From 
1870, when the production was over 3 million long tons, up to 1910 the 
output more than doubled in every decade CAcept that of the 1890’s and 
it averaged 52 million tons, 1911-1915. Though subject to marked fluctua- 
tions thereafter, the average for 1936-1940 was but a trifle higher; yet the 
subsequent wartime demand raised production to over 105 million tons. 
During this period, in the production of iron ore as in that of coal — the 
two resources often called the bases of modern industrialism — the United 
States far outdistanced any other nation. 

As in the case of other minerals, this growth was due to factors affecting 
both demand and supply. Demand increased with the growth in old, and 
the devising of new, uses for the metal, both being augmented by lowered 
costs of production. The output of ore per worker is estimated to have been 
eleven times greater in 1929 than in 1880. Much the most important of 
the new ore deposits opened were those of the Lake Superior region, par- 
ticularly rich in ore suited for the Bessemer process. Though use of these 
deposits started before 1860, the great growth came after the opening of the 
rich Mesabi range in 1892 under open-surface mining. Recently five-sixths 
or more of the country’s output has come from the Lake Superior region. 
The output of the Alabama mines rose rapidly after about 1880 following 
the discovery of a process for dealing with its high phosphorus content. 
The output from the Northeastern states, half the country’s total in 1880, 
slowly declined to an insignificant proportion. The strong trend toward 
integration and large-scale production in the manufacture of iron and steel 
led to a marked concentration of control over the ore mines. 

Copper ranked just below iron in the value of output in 1939. The re- 
markable growth of copper mining was entirely a product of this period. 
In 1860, not long after the Michigan mines had been opened, the output 
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was only 8,000 short tons but, from then on up to 1920, when it exceeded 
600,000 tons, production was about doubled every decade. Marked fluctua- 
tions ensued, but under the war stimulus output passed the million-ton 
mark in 1942. After 1882, the United States became the leading producing 
country; after 1895, it provided over half the world’s output. After about 
1880, previous to which most of the growth had come from the rich Mich- 
igan veins, the expansion was chiefly based on the opening up of the mines 
in the Mountain states in some of which open-surface mining of low-grade 
ore was later introduced. By 1885, these states produced half the country’s 
output and recently, as the Michigan output declined, over nine-tenths, 
Arizona, Utah, and Montana being in the lead. Of late, the United States 
has lost ground relatively to low-cost foreign producers, particularly the 
Chilean and the new African mines, though since 1900 there has been a 
large growth in the smelling and refining of South American ore. Concen- 
tration of control is marked, but integration is less common than in the 
case of iron; until recently few producers extended their operations beyond 
the refining process. 

In 1860, the gold mines contributed more than half the value of all min- 
eral products, but this preeminence was soon lost and in recent years, 
despite a larger output and higher price, the contribution has fallen to 
around 3 per cent. After the high point of $65 million reached in 1853, out- 
put slowly declined, the drop in California being partly offset by an increase 
in the Mountain states, and between 1872 and 1894 fluctuated around $35 
million a year, except for the rise on the opening of the Black Hills mines 
in 1877-1878 (see the chart on page 667). Subsequently, following the intro- 
duction of the cyanide process making low-grade ore usable and the dis- 
covery of new deposits, output rapidly rose, regularly surpassed the 1853 
record after 1899, and reached a new peak of over $100 million in 1915. The 
following sharp decline to about half this amount after 1920 was quickly 
reversed after the government raised the price of gold in 1934, the physical 
output being more than doubled by 1940. In 1894, Australia took the 
position as leading producer away from the United States, but in 1905 lost 
it to the rich South African mines which came to yield from one- to two- 
thirds of the world’s output. 

The rise of silver mining in this country dates from the discovery of the 
Comstock Lode of Nevada in 1859, and all the important mines since 
opened have been located in the Mountain states. As the chart on page 667 
indicates, output rose rapidly up to 1892 when it was over 63 million ounces 
valued at $56 million. Since then, output has fluctuated sharply about a 
slightly lower level, but it has averaged considerably less in value. In recent 
years, so much silver has been a by-product of copper, lead, and zinc mining 
that the influence of its price on output is much modified. Ever since 1873, 
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when the long decline in the price of silver started, the mineowners have 
sought government support in one form or another, as will appear in the 
history of currency legislation. In view of the relatively insignificant con- 
tribution of silver to the national economy, the power of this interest, 
largely concentrated in the Senate, has been extraordinary. In 1921-1924, 
following the postwar drop in price, the Pitman Act guaranteed the domesi- 
tic output of silver a price far above that in the world market; after 1933, 
when the value of the output had bdlen to around $9 million or about that 
of the raspberry crop, similar laws were passed, not to mention one requiring 
the government to purchase over $1 billion of silver to help support the 
market. It was under such aid, together with the increased production of the 
associated metals, that output nearly recovered the 1915 peak. 

This period also brought a great growth in lead and zinc mining. The 
output of refined primary lead rose from 15,000 short tons in 1860 to the 
peak of nearly 700,000 in 1925; that of primary zinc rose from practically 
nothing to the peak of over 600,00(‘ short tons in ] 929. The Joplin district 
in southwestern Missouri and Oklahoma became the chief center of zinc 
production. More recently there lias been a marked rise in the output of 
both lead and zinc in the Mountain states where these ores are commonly 
obtained along with siher. in the production of both lead and zinc, es- 
pecially the latter, the linited States far surpassed any other country, 
normally contributing from a quarter to over a third of the world’s output. 

The output of other mineral industry products made up only about a 
tenth of the more than |3 billion value of all such products in 1939. Lime- 
stone, the leader in this group, is used in smelting iron ore and in the manu- 
facture of Portland cement, which, starting in 1872, has grown with great 
rapidity since 1900. The opening of Southern bauxite deposits and the 
discovery of a cheap process for making aluminum in 1888 helped to build 
up the manufacture of that product, which was monopolized by one com- 
})any till after 1940, but since 1920 much of the bauxite used has been 
imported from (liiiana. After 1890, the discovery of a new process for the 
extraction of sulphur and the opening up of the Louisiana-Texas deposits 
made the United Stales the chief producer of this mineral, and control of 
the output is highly concentrated. The same is true of the output of molyb- 
denum, the growth of which has provided the country one of the important 
ferroalloys, in most of which it is seriously deficient. 

It is obvious that the tremendous drain upon the country’s mineral 
resources resulting from the growth in output during this period cannot go 
on forever. Thus far, the effects of depletion have been offset largely by 
technological progress, and there is no knowing what science may accom- 
plish in the future. Further development of control over atomic energy, 
which has begun with the atomic bomb, may completely revolutionize the 
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importance of many mineral products. Yet such knowledge is quickly spread 
to other countries, and the comparative advantages which the United 
States once possessed because of its rich mineral resources have already 
been substantially reduced in many cases. How long the remaining re- 
sources will last depends on numerous uncertain factors of which the chief 
is scientific progress. A government study in 1944 indicated that those 
most basic, such as coal, iron, and the main constituents of fertilizer, are 
far from exhaustion, though the high-grade, open-pit Mesabi ore would 
last less than a dozen years at the high 1944 rate of production. Most 
serious is the outlook as regards petroleum, though it must be remembered 
that past forecasts as to the imminent exhaustion of this resource have 
always proved erroneous. The government study indicates that the proved 
reserves would last 18 years at the 1935-1939 rate of use, but some believe 
further discoveries may more than double this period. In 1947, the Bureau 
of Mines estimated that 21 out of 33 essential minerals would be used up 
within a generation. It declared we had already used up 97 per cent of the 
country’s mercury, 85 per cent of its lead and silver, 80 per cent of its 
chromium, 70 per cent of its tungsten, manganese, vanadium, and bauxite, 
65 per cent of its zinc, and 60 per cent of its petroleum. 

The Forest Industry. Following mining and quarryingin value of out- 
put among the extractive industries, comes the forest industry. Complete 
figures on the value of all timber cut are lacking, but in normal times it was 
probably around $1 billion. The timber converted into lumber, about half 
the total cut and much the most valuable of the products, had a mill value 
of two-thirds of this sum in 1940. Around a third of the cut is used for fuel, 
and among the minor uses that for pulpwood leads. The lumber cut in- 
creased about 3^2 times between 1869 and 1909, when the peak output of 
44 billion board feet was reached. The subsequent substantial decline in 
output — one-third in 1940 — was due chiefly to the substitution of other 
cheaper or more serviceable materials. Yet the per capita consumption of 
wood for all purposes still remained several times that in Germany or 
Great Britain, partly because of its greater use for fuel. 

In 1869, the North Atlantic states produced two-fifths of the country’s 
lumber and Michigan, Minnesota, and Wisconsin about one-quarter. 
Between 1879 and 1899, the Lake states were the chief producing region, 
but the very rapid expansion in the output of the South eventually gave 
that section the lead which it continued to hold until after 1929, with around 
two-fifths of the total. Since then the rise in output of the Pacific states, 
which became very rapid after 1900, has put this group in a position equal 
to that of the South. However, as this region holds over half the stand of 
saw timber remaining in the country and the South less than a quarter, it 
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will become the chief producing section, though hardwood will have to be 
supplied from the older sections of the country. 

It is estimated that over half of the original stand of timber in the country 
has been cut and that the forests are being used up at a rate considerably 
exceeding their rate of growth. Recent decades have seen more efforts 
directed toward conservation of the timber supply and something in the 
way of reforestation, chiefly by the government in its forest reservations; 
but the long period required for growth, the price of timber, and often 
high taxes give little encouragement to private initiative in reforestation. 



Chapter XXXIII 
MANUFACTURING SINCE 1860 


Introduction. The remarkable expansion of manufacturing may well 
be considered the dominating featiu-e in the country’s economic history 
during this period. By 1890, the net value added in manufacturing came to 
exceed the value of agricultural products and subsequently far surpassed 
it, making this branch of economic activity the largest contributor to the 
national income. By 1920, the number of people employed in manufacturing 
exceeded the number engaged in agriculture, and it could be said that the 
country was primarily an industrial rather than an agricultural nation. 
Before 1914, when the gross value of its manufactures exceeded that of 
Great Britain and Germany combined, it had become the leading manu- 
facturing country of the world. In 1947, it was claimed the United States 
had one-half of the world’s industrial output. 

Another result was to make the nation relatively self-sufTicing as regards 
manufactured products in general, though still deficient in various special 
branches, particularly those requiring much skilled labor. In fact by 1923- 
1925, the stage had been reached where, on the basis of the government 
classifications in each field, admittedly not strictly comparable, the imports 
of manufactures were barely over 3 per cent of the value of domestic manu- 
factures while the exports of such goods were 4.5 per cent of the domestic 
production. That the exports of manufactures should exceed the imports 
was a striking change when compared with the situation before 1860. 

The second outstanding feature in the history of manufacturing during 
this period was the rapid introduction of machinery and capitalistic meth- 
ods of production with all the changes in economic organization that this 
involved. There was a marked growth in the scale of production and in the 
size of the business unit leading in turn to greater use of the corporate form 
of organization, the form that came to control seven-eighths of the output. 
Heavy overhead costs resulting from the large use of specialized capital 
intensified competition, frequently making it cutthroat in character, in- 
creased the difficulties in adjusting output to demand and, aided by the 
trend toward integration, furthered a concentration of control that often 
made substantial monopoly possible. Outside of railroads, public utilities, 
and mining, there was no important field of economic activity where the 
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problems arising out of modern capitalistic industry became more serious 
than in that of manufacturing. 

Technological Developments. Underlying the introduction of new 
machinery and processes were re^search and invention, and back of them 
the progress in the various fields of science. Absolutely fundamental as 
all this was in the economic development of the period, no account of the 
innumerable steps in this progress can be attempted here; it must suffice 
to note that the rate of advance was doubtless more rapid than ever before 
in the world’s history; the effects were generally cumulative, and the 
decade 1920-1930 probably surpassed any previous one m the extent and 
the speed with which such improvements were introduced. 

The advance in science and technology was carried on not only by single 
individuals but increasingly through organizations backed by large re- 
sources and cooperative effort such as the universities, special research 
foundations, and large private corporations whose outlay for such purposes 
has mounted rapidly in the last two or three decades. In certain limited 
fields, the government also became active. The atomic bomb was the prod- 
uct of an unparalleled cooperative scientific and engineering effort backed 
by an outlay estimated at $2 billion, including plants. In recent times, the 
number of patents issued has been around 40,000 a year as compared with 
less than 5,000 just before 1860 or under 1,000 before 1850. 

Of basic importance in this progress were the improvements in the devices 
for securing motive power and the inventions for using new forms of power, 
especially electricity. Steam power is now developed with vastly greater 
efficiency than ever before; electric power was only coming into widespread 
use about the opening of the twentieth century; and the introduction of the 
gas engine was still more recent. In the field of manufacturing, the amount 
of available horsepower rose from 2.3 million in 1869 to over 66 million in 
1939, one-half being electrical power. As reflecting the rapidity with which 
power was displacing labor, it may be noted that during this same period 
the number of wage earners in manufacturing less than quadrupled. 

'^rhough t echnological progress was by no means the only factor responsi- 
ble for the increased productivity in manufacturing and though better 
organization and management played a part, it was undoubtedly much 
the most important. Accurate measures of this productivity are unobtain- 
able, but a careful estimate of Dr. Fabricant for the period 1899-1937 
indicates that, while the physical output increased 276 per cent, the number 
of employees only doubled (practically all of the latter increase taking 
place before 1918) so that the number of workers per unit of product was 
cut in half. Meanwhile the hours of work per week were cut from 60 to 40, 
so that there was a reduction of two-thirds in the number of man-hours per 
unit of product, certainly a remarkable gain. Incidentally, as throwing 
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light upon the problem of technological employment, it should be noted 
that in nearly every industry showing a marked cut in man-hours per unit 
of product there was a decided increase in the total man-hoiurs of employ- 
ment. 

The Growth in the General Use of Mechanical Power. The growing 
use of mechanical power was, of course, not confined to the field of manu- 
facturing — in fact the greatest growth occurred elsewhere — but we may 
here summarize this development as a whole. The total installed mechanical 
power in the country in 1859 has been estimated at 4.8 million horsepower; 
by 1899 it had risen to 42 million and by 1919 to 372 million. The most 
recent comprehensive estimate places the total for 1935 at 1,230 million 
of which 70 per cent was provided by automotive vehicles, as is shown in 
the accompanying table. 


Distribution of Horsepower in the United States, 1935 


Electric central stations 
Industrial power plants . . 

Electric railway plants 
Isolated nonindustrial plants 
Mines and quarries . . . 

Agricultural prime movers 

Automobiles, busses, trucks, and motorcycles 
Airplanes. 

Locomotives 
Marine ... 


44 . 670.000 

20 . 133.000 

2 . 500.000 

1 . 500.000 

2 . 750.000 

72 . 763.000 * 
965 , 000,000 

3 . 500.000 
88,000,000 
30 , 000,000 


Total horsepower 

* Of this item 46 per cent is wind and animal power. 


1 , 230 , 816,000 


This total was equal to almost 10 horsepower per capita. If we take the 
conservative estimate of 1 horsepower as equal to 10 man power, then this 
available horsepower was equal to that of 100 tireless slaves for every man, 
woman, and child in the country. The electrical horsepower could com- 
monly be bought at a cost of $20 to $50 a year. Probably no other available 
figures can better suggest how the process of cooperation between man and 
nature, through the progress of science and invention, has contributed to 
the potential power of the American people to supply their economic wants 
more efficiently and adequately. 

It must be understood, however, that of this installed capacity poten- 
tially available, only a small portion was actually used to produce power 
very much of the time. The percentage of production to total capacity 
was estimated to vary from 3 per cent in the case of automobiles to 50 
per cent in the case of steamships. Despite the vastly greater installed 
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capacity of motor vehicles, it was estimated that the power actually used 
in central electric-generating stations in 1935 — over 92 billion kilowatt- 
hours — slightly exceeded that actually used in motor vehicles. Whereas 
in 1860 all but a small fraction of the energy used was provided by work 
animals and human beings, today all but a small fraction of a vastly greater 
total is derived from mineral fuels and water power. The growth in the 
use of electricity since the first central station was erected in 1882 was such 
that up to 1929 the output of central stations practically doubled every 
53 ^ years, but it was not until 1942 that it had doubled once more. The per 
capita output rose from 30 kilowatt-hours a year in 1902 to over 1,000 in 
1940. As the electric light and power industry is one requiring a relatively 
large capital investment, this expansion, which raised the investment from 
about $500 million in 1902 to around $20 billion in 1940, made it one of 
the leading industries of the country as measured on this basis. Its essen- 
tially monopolistic character gave rise to the problems of control typical 
of public utilities generally. 

The Corporate Form of Organization. The total capital employed 
in manufacturing as returned by the Census of 1920 (the last time this 
uncertain item was included) was $44 billion as compared with less than $1 
billion in 1860. The fact that its rate of growth was much more rapid than 
that of total wages paid or the value of the output suggests the growing 
importance of this factor of production. The same trend is reflected in a 
recent estimate that, between 1904 and 1937, the net book value of capital 
assets per worker, corrected for price changes, increased some 30 per cent. 
This greater use of capital combined with the growing size of the business 
unit led to widespread adoption of the corporate form of organization, a 
form little used in manufacturing before 1860 except among textile con- 
cerns. In 1939, some 95,000 corporations controlled one-half of the concerns 
engaged in manufacturing; of the remainder about two-thirds were owned 
by individuals and one-third by partnerships. However, the concerns con- 
trolled by corporations employed nine-tenths of all the wage earners in 
manufacturing and turned out 93 per cent of the gross value of the output. 

The increased use of the corporation in manufacturing, as well as in most 
other lines of economic activity, has been due to (1) the growth in the size 
of the business unit and (2) the evolution of our corporation laws. The first 
created a demand for the corporation since it was best fitted to secure the 
large amounts of capital needed, its existence did not depend on any indi- 
vidual’s life, it had limited liability, and it provided the specialization and 
centralization of control in management that were needed in large enter- 
prises. The second not only met this demand by making incorporation easy 
but also increased it by changers that made corporate charters more desir- 
able. 
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The difficulty and expense involved in requiring a special act of the 
legislature to secure a charter were overcome, first by laws applying only 
to certain lines of business, and then by general incorporation laws under 
which any group could form a corporation lo engage in most lines of busi- 
ness, provided they conformed to the general provisions of the law. Such 
laws had been adopted in most states by 1860 or shortly thereafter. Al- 
though the main characteristics of the corporation remained unaltered, 
there appeared a new movement, starting in New Jersey about 1888 and 
soon spreading to other states, to grant new powers and privileges to cor- 
porations, thus making incorporation more desirable. Particularly impor- 
tant among these was the right to act as a holding company and own the 
stock of other corporations for purposes of control, a privilege seldom 
granted before and very advantageous in many ways, particularly for facili- 
tating concentration of control and for avoiding restrictions or limitations 
imposed on corporations by some states. 

These various developments resulted in making the corporation the most 
important type of business organization, measured by the volume of busi- 
ness controlled, in many fields of economic activity. A study by the Twen- 
tieth Century Fund indicates that at Ihe 1930 census c(jrporations con- 
trolled over nine-tenths of the income produced in the tw(j fields of manu- 
facturing and mining and quarrying; almost as much in the field of trans- 
portation and other public utilities; nearly two-thirds in trade; over one- 
half in finance; one- third each in the construction, service, and miscellane- 
ous industries; but in agriculture only 6 per cent. This study also found 
that in 1933 out of nearly 400,000 active corporations reporting for income 
tax purposes less than 600, each having assets of $50 million or more, owned 
53 per cent of the total assets and produced 18.1 per cent of the total na- 
tional income. On the other hand, it concluded that over “two-fifths of 
the entire business activity in the United States is not in corporate hands 
at all,” and the largest corporations, as defined above, control less than a 
fifth of that activity. In 1948, there were forty-eight corporations with 
assets of $1 billion or more each, their total being $110 billion, though this 
involved much duplication. Of these, seventeen were banks, twelve insurance 
companies, six railroads, three manufacturing concerns, and three public 
utilities. 

Though the evolution of the corporation and the growth in its use have 
been essential in the conduct of large-scale business enterprise, the results 
of this development, as in the case of most institutions, have been far from 
perfect; consequently we have a corporation problem. This problem de- 
serves far more attention than it has received and, although by no means 
confined to manufacturing corporations, may best be briefly outlined at this 
point. 
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The Corporation Problem. One great advantage of the corporation, 
particularly important for large enterprises, is the greater opportunity 
provided for specialization of functions. The function of the real entrepre- 
neur is performed by the stockholders who as (mners take the main risks 
and are ultimately responsible for the management through their power 
to elect the directors. The creation of different classes of stockholders may 
provide for further specialization in the performance of this function. 
Bondholders, noteholders, trade creditors, etc., function as a group and 
provide the portion of the fixed or working capital not supplied by the 
owners. Finally, the directors and the oflicials whom they ^‘hoose are imme- 
diately responsible for the general conduct of the business. The result of 
this specialization of functions is to create a situation where there may 
arise a marked divergence between the economic interests of these different 
groups and where, unless the laws provide adequate safeguards, one group 
may use its powers for its own advantage at the expense of the others. In a 
small corporation, this danger is far less serious, since the two groups where 
such manipulation is most likely, the officials or directors and most, of the 
stockholders, are made up mainly of the same individuals so that there is 
no advantage in manipulation, except at the expense of the creditor group. 
But in the large corporation, with hundreds or thousands of stockholders 
and officials having control of enormous sums, the actual specialization of 
functions and the possibilities for manipulation and gain are far greater. 
It is because of the failure of our corporation laws to provide the safeguards 
needed to protect the different groups of interests that so many evils arise. 

The evolution in our corporation laws has been primarily a product of 
the effort to adapt the corporation to the needs of large-scale enterprise, 
and in many respects the changes have been beneficial. However, another 
influence has been operative in securing changes that frequently were far 
less desirable. As the use of the corporation increased, it was found that a 
large revenue could be obtained from the fees charged by states whose laws 
were advantageous from the point of view of promotors and organizers of 
corporations. When it was seen that JNew Jersey was reaping a rich harvest 
from this source, other states sought a share in this lucrative business and 
changed their corporation laws to make them more attractive by offering 
greater privileges and immunities. Since the appeal was to those organizing 
corporations, these changes were apt to be shaped by the wants of pro- 
motors and corporation officials and too frequently were not accompanied 
by proper safeguards for protecting the interests of the creditors and stock- 
holders. 

This interstate competition led to such a deterioration in the character 
of the corporation laws of the states engaging in it that some came to 
possess the worst laws of the kind known. Under the generally prevailing 
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practice whereby corporations chartered in one state are allowed to carry 
on most lines of business in other states without any appreciable additional 
control, there was no serious obstacle to securing a charter in the state 
having the most lax laws and then carrying on business anywhere in the 
country. This situation tended to undermine the effectiveness of the more 
carefully drawn corporation laws of other states. 

These lax laws made it possible for one or another of the groups in a 
corporation to use their position to gain at the expense of other groups. 
This is particularly true of the officials of a large corporation who are in a 
position where they control vast sums of money belonging to other people 
who know next to nothing about the actual condition and management of 
the company. The corporation laws of such states may be said to provide 
one of the greatest get-rich-quick devices known for the use of an unscru- 
pulous person ready to take full advantage of the opportunities they afford. 
Certainly they have been a great instrument of in just ice and a significant 
factor in furthering an inequitable distribution of wealth. That, with such 
opportunities and temptations existing, most large (corporations have been 
honestly managed speaks well for those in control; but the need for reforms 
to check the operations of the unscrupulous minority must not be over- 
looked. 

The failure to introduce such reforms is partly due to the typical delay, 
first in recognizing the evil and then in arousing people to action, which 
makes so much legislation lag far behind our economic development. An- 
other obstacle is found in our form of government and the question how 
far the Federal authority can go in its control of corporations, though 
neither it nor the states have yet sought to exercise all such powers as they 
undoubtedly possess. The state “blue-sky” laws accomplished little, for 
at beat they barely scratched the surface of the problem. The legislation of 
19.13-1935 creating the Securitie^s Exchange Commission with certain 
powers to require adequate information on new security issues offered the 
public and to control electric-power utilities struck somewhat deeper, but 
the New Deal lamentably failed to attack the problem in any really com- 
prehensive manner. 

Another obstacle is found in the widespread confusion between the cor- 
poration problem and the trust problem. Because a few trusts have been 
among the largest corporations and in some instances have afforded striking 
examples of corporation evils, many assumed that the two problems were 
fundamentally one and the same. Such is far from being the case, though 
there are some interconnections. Certainly the most frequent and serious 
corporate evils are not among the trusts; nor are most of the trusts of today 
per se corporations, though their members may be such. The trust problem 
deals with the abuses connected with the efforts to secure and exercise 
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monopoly powers, especially as regards prices. The corporation problem 
may be said to consist in the need for devising a form of business organiza- 
tion suited to meet the wants of large-scale enterprise with the specialization 
of functions that this requires, which will at the same time provide adequate 
safeguards to protect all the different groups of interests concerned. At 
present, the chief evils have arisen from the failure to provide such safe- 
guards. 

Other consequences of the corporate form of organization arise from what 
is sometimes spoken of as its “soulless” character. The officials are supposed 
to be looking after the interests of the stockholders, and the stockholders 
are concerned only about dividends. Consequently, in all dealings with 
others purely pecuniary considerations are likely to be even more dominant 
than in other types of business organization. As officials of a corporation 
behind which they can hide, some people will do things that they might 
hesitate to do in a business which they themselves owned. The stockholders 
also are commonly acquiescent in acts done in their interest through the 
corporation such as they themselves would hesitate to do, or else they 
remain ignorant of them. Individual personal responsibility seems to dis- 
appear and is shifted to the shoulders of the impersonal corporation. A 
form of absentee ownership with its typical evils results. 

The Growing Scale of Production. The increased use of fixed and 
specialized capital, enlarging the field for the operation of the law of de- 
creasing costs, and the widening of the market where the growing volume 
of output could be sold were the chief factors back of the growing scale of 
production in most lines of manufacturing. This was most marked where 
the product was widely used in any given market area, where the demand 
was elastic, where the output could be highly standardized, and where 
technological conditions made possible extensive use of machine methods. 
The manufacturing industries with the greatest number of plants producing 
on a large scale at the 1940 census were motor vehicles, steel works and 
rolling mills, meat packing, and petroleum refining. Barely 1 per cent of 
all manufacturing establishments employed over 500 wage earners each, 
but this group employed 36 per cent of all those in manufacturing. The 
small concerns employing from none to 20 wage earners made up over two- 
thirds of all the establishments, but had less than a tenth of all the wage 
earners. Thus the great majority of those in this field were employed under 
the conditions prevailing in large concerns. The establishments with an 
annual output valued at $1 million or more made up 5 per cent of the total, 
but they employed 55 per cent of all the wage earners and turned out 67 
per cent of the value of all products. 

Localization of Manufacturing Industries. In industries where the 
trend toward large-scale production has been marked, this has been a 
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factor in the localization of the industry. Still more important a factor, 
however, has been the widening of the market area through better transport 
and communication facilities. This tendency toward geographical specializa- 
tion illustrates the general principle that the degree of specialization is 
limited by the technological development in an industry and the extent 
of the market for its products. 

Localization of industry is influenced by all the factors that determine 
the costs of production and distribution of a given product in one place, 
as compared with those costs in other places within the market area. Thus 
it will depend on such things as the relative costs of plant, raw materials, 
power, labor, capital, marketing the product, and the amount of taxes. 
These costs will obviously be alTected by many things, such as cheap 
transportation, nearness to sources of supply and markets, climatic condi- 
tions, the existence of strong labor unions, local legislation reacting on any 
cost, and the whole social environment. What is called the “momentum” 
of an early start is another influence in that when an industry has once 
been started in a given place, for whatever reason, and has attained appre- 
ciable growth, some of the costs for a new concern locating there are apt 
to be lower than would otherwise be the case. However, an industry once 
having become localized in a region may find that changes have taken away 
the advantages it once enjoyed and transferred them to some other place; 
yet inertia and the costs involved may cause many concerns to linger on 
in the old locality. 

Such changes are constantly taking place so that centers in which indus- 
tries are localized are shifted from one region to another. Examples of such 
shifts during this period are found in the expansion of cotton manufacturing 
in the South, or the westward movements of flour milling, the packing 
industry, the manufacture of iron and steel, or boots and shoes. Such 
shifting, of course, is not confined within the political boundaries of a na- 
tion but may be international in scope, though tariff barriers tend to limit it. 

Integration. Integration may be defined as the extension of the activi- 
ties of a concern from one line of production into ot her economically related 
lines of activity. Such branching out may be said to be backward, forward, 
or sidewise, as related to the main activity. A concern turning out a crude 
manufactured article may extend backward into the production of the raw 
liiaterials, sidewise into the making of by-products, or forward into the 
more highly finished products and the processes for marketing them. Inte- 
gration, though by no means confined to the field of manufacturing, has 
been most conspicuous there and so may be touched upon at this point. 

The movement toward integration has various causes. Backward integra- 
tion may be due to the desire to control the raw products or other materials 
used, to ensure an adequate supply of the quality needed, at the time re- 
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quired and possibly at a lower cost. Sometimes control of raw materials is 
sought to strengthen a monopolistic position. Integration forward may be 
due to a wish to ensure a market for the semifinished product, to control 
the distribution of the product, or to obtain. some of the middlemen’s 
profits. Sidewise integration into the manufacture of by-products or goods 
which in the making or use are closely related to the main product may 
provide a chance to use waste materials or to spread the overhead over a 
larger volume of business. Sometimes it is due to the need for new outlets 
for investing large profits; occasionally the desire for monopoly control 
leads a concern to enter the field of a competing subsiituL Nearly all forms 
of integration make possible more effective coordination and organization of 
the processes of production and distribution. 

The trend toward integration has been most marked among industries 
conducted on a large scale, and in turn has tended to enlarge the scale of 
production. Thus the United States Steel Corporation controls iron-ore 
mines, coal mines, and limestone quarries providing its chief raw materials; 
it owns steamship lines and railroads carrying the ore to its furnaces; it 
produces many finished products as well as the cruder forms of iron and 
steel; and it has engaged in the marketing of its products in many countries. 
In the packing industry, large-scale slaughtering made it economical to 
manufacture innumerable by-products from the waste materials; to handle 
the main product, stockyards, private car lines, and an extensive system 
for wholesale distribution were acquired. The next step was to undertake 
the distribution of other foodstuffs, such as dairy products and groceries, 
so as to spread the overhead over a larger volume of business. To provide 
needed credit, close connections were established with banks and com- 
mercial paper houses. This barely suggests the extent of integration in this 
business, yet many other industries might be mentioned where it has gone 
nearly as far. 

Ordinarily, however, integration has been confined to a narrower range 
such as control of raw materials, the making of by-products, or the field of 
distribution, as in the motion-picture industry where the leading concerns 
make, distribute, and exhibit their pictures. Starting in the retailing field, 
some of the largest department stores and mail-order houses have integrated 
into certain lines of manufacturing. By fostering larger business units, 
integration promotes greater concentration of control. Possible disadvan- 
tages arise where the integrated lines are conducted on a smaller scale than 
would otherwise be the case or where the concern becomes so large as to 
prove unwieldy with resulting losses in efficiency. 

Scientific Management. Just as in agriculture and other lines of 
economic activity, so in manufacturing, the latter portion of this period 
witnessed a resort to more scientific methods. In the main, the new so-called 
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“science” of business management involved simply the use of more accu- 
rate, detailed, and thorough methods in studying the various problems of 
management. The progress made in different sciences contributed assist- 
ance; new measuring devices became available; far more statistical data 
were gathered; and thorough analysis of problems was stressed. Particularly 
important was the development of accounting, especially cost accounting, 
which provided a more accurate measure of financial results and a sounder 
basis for guidance and control in management. Still more recently, the 
growing interest in personnel administration, aided by the study of psy- 
chology and a more careful analysis of both jobs and the conditions sur- 
rounding the worker, has increased the efficiency of labor, though as yet 
only a small beginning has been made. In manufactiu’ing, unlike agricul- 
ture, private initiative rather than governmental action was largely respon- 
sible for this progress. 

Scientific management has been mainly concerned with problems in the 
internal management of each business concern; the larger and more difficult 
problem of adjusting a business to industrial society as a whole has only 
recently begun to receive much attention. In the First World War the 
necessity for conserving and mobilizing all the economic resources of the 
country in the most efficient manner made clear the importance of this 
broader problem. The subsequent depression made it only too plain that 
the growth in the complexity and interdependence of modern industrial 
society organized in the main on an individualistic, competitive basis 
results in much waste, both to individuals and to society, from a failure 
to secure the proper coordination in the control of economic activities. The 
Second World War and the subsequent reconversion issues only reempha- 
sized the basic importance of the problem and its enormous scope, which 
involves the whole economic order. 

The Growth of Industrial Combinations or Trusts. Like many 
other developments noted in this chapter, the growth of combinations has 
not been confined to manufacturing, but the subject is dealt with here 
because it is in this field that combinations have been most conspicuous. 
Though monopolies were not unknown even in colonial times, the present- 
day combination movement is basically a product of modem capitalistic 
industry with its characteristic growing intensity of competition, trend 
tbward large-scale production, and increased concentration of control. 
Integration, localization of industry, and the changes in corporation laws 
have somewhat facilitated the movement. Mere size or the mass of capital 
controlled, especially when combined with the use of cutthroat and so- 
called “unfair” methods of competition, has proved a potent factor in 
securing and maintaining trust control. In some industries, other factors 
such as patent rights, railroad favors, exorbitant tariff duties, control of a 
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limited natural resource, or the support of a labor union have been impor- 
tant sources of power. Occasionally the prospective profits from promoting 
a combination have led to the formation of a trust, but the desire to obtain 
greater profit through cutting competitive losses, the lowered costs of 
large-scale production, or the power of monopoly to raise prices has been 
the chief motivating cause. 

The combination movement first attained significance in the 1870*s. 
It was at this time that the effects of the introduction of railroads and 
lowered rates in widening the market and intensifying competition were 
most felt. Although modern capitalistic methods oi production were 
spreading rapidly then, the size of the business unit seldom grew as rapidly 
as its market area was expanded. After the 1880’s, the widening of the 
market area through cheaper transport proceeded more slowly, but there 
was a marked increase in the size of the business unit in many industries, 
especially after 1897. This facilitated combination. More immediately, the 
appearance of the movement in ‘he 1870’s can be traced to the over- 
expanded condition of various industries in the reaction following the Civil 
War. The resulting keen competition was intensified by the depression of 
the 1870’s, and relief was sought through combination. As in the case of 
the railroads, where the effort to effect combination appeared at the same 
time, the first form of organization adopted was some type of pooling agree- 
ment. This was the easiest to organize since, while checking certain forms 
of competition, it still left the members of the group free otherwise in 
managing their business. Usually, however, it was found difficult to get 
the members to abide by the pooling agreement, so the policy followed was 
apt to be shortsighted, and the pools constantly broke down. 

The desire for a more effective and endiuring type of organization led 
to the adoption of the trust form in the 1880’s. During the 1870’s, the Stand- 
ard Oil Company, aided by the railroad favors common at that time 
combined with extension of ownership over pipe lines and very able manage- 
ment, had secured control over about nine-tenths of the oil-refining busi- 
ness. In 1879; it drew up a temporary trust agreement, and in 1882 a 
permanent one under which a majority of the stock of its associated corpora- 
tions was placed in the hands of a group of trustees, the owners being given 
trust certificates. The trustees thus gained complete and permanent con- 
trol, while the trust itself enjoyed even greater freedom and privacy than 
the ordinary corporation. 

During the 1880’s, this new trust form was promptly adopted by several 
of the largest combinations, though the pool continued in use, especially 
in industries where there were numerous producers. Shortly, however, a 
series of court decisions declared the trust form illegal, so that after 1890 
it became necessary to seek some other form. Although this original trust 
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form disappeared, the term “trust,” derived therefrom, has continued in 
popular usage as applied to monopolistic combinations in general. 

Fortunately for the trusts, the holding company, just made available by 
New Jersey, proved in most respects nearly as well suited for their purposes, 
and many of the old trusts adopted this form, as well as some new combina- 
tions, though pools also continued in use. The prolonged depression after 
1893 checked the movement and temporarily disrupted some pools, but 
after 1897, with the return of prosperity, there came 5 years of abnormal 
activity in the organizalion of trusts. A combination of favorable conditions 
and the seemingly innocuous character of the antitrust laws made this the 
great period for profits for trust promotors, and (juantities of watered stock 
were unloaded on the gullible public. With this, a new era in the size of 
business units was inaugurated. Previous to 1897, scarcely any enterprises 
in the industrial field were capitalized at more than $50 million; thereafter 
concerns with a capitalization ranging from $100 to $1,000 million were not 
uncommon, though watering of the stock was far more frequent. The hold- 
ing company was the popular form of organization. 

The movement culminated in 1901 with the formation of the United 
States Steel Corporation, made up of a number of smaller combinations 
which had been formed in various branches of the industry during the years 
just preceding. Its capitalization of over $1 billion was the first of this size 
and far exceeded any other at the time. By 1903, when a brief industrial 
reaction set in and the public refused to absorb more of these securities, the 
movement was temporarily checked and later resumed at a much slower 
tempo. 

At this time, the government became far more active and also more 
succassful in prosecuting combinations. In 1911, Ihe Supreme Court 
decreed the dissolution of the oil and the tobacco trusts, both organized as 
holding companies, thus showing the law still had some teeth in it, even if 
the details of the dissolution decrees might have been made more effective. 
These decisions, together with other dissolution decrees or injunctions and 
new legislation, forced the trusts to circumscribe their activities and seek a 
form of organization that was less conspicuous and tangible. Thus subse- 
quent efforts at combination inclined toward the gentleman’s agreement, 
the trade association, the institute, or some form more like the earlier 
{X)oling agreements. 

This less tangible type of combination soon became very widespread, 
much more so than was generally realized. From the public point of view, 
as contrasted with the consolidated type, it possesses both advantages and 
disadvantages. It is seldom so strong as the latter and is less effective in 
checking competition and individual initiative. But it lacks the power to 
secure all the economies of large-scale production or to save all the wastes 




MANUFACTURING SINCE 1860 


563 


of competition enjoyed by the latter and, being so intangible and hidden 
from public view, it is more difficult to control. As some of the largest 
consolidations lost much of their power, partly through government action 
and partly through the growth of competitors, the less tangible type be- 
came predominant and presents the chief problem of today. 

The need to form organizations of industries with which the government 
could deal during the First World War gave a marked impetus to the com- 
bination movement, chiefly in the form of trade associations. This trend 
continued through the postwar decade, especially after 1925, following 
several favorable court decisions and the adoption of a t,overnmental atti- 
tude encouraging certain trade association activities thought to be desir- 
able. These same years brought a rapid growth in local combinations, 
chiefly in the large cities, sometimes working in cooperation with labor 
unions, and often dominated by racketeers whose use of violence to estab- 
lish control exceeded anything of which even the earliest trusts had been 
guilty. Some of these local combir ations, the scope of whose activities is 
seldom realized, are able within their limite i area of action to practice a 
degree of extortion of which few" of the more nearly nation-wide combina- 
tions are capable. 

The depression after 1.929 weakened many combinations till the govern- 
ment came to the rescue in 1933 with the law under which the National 
Recovery Administration (the NRA) was set up with power to draw up 
codes of fair competition subject to the President’s approval. The labor 
provisions of the codes, described elsewhere, were a bitter pill for most 
employers, but it was thickly sugar-coated by provisions that made it 
possible to restrict price cutting and various other forms of competition, 
often to limit output or apportion it, and exempting such action from the 
antitrust laws provided it did not lead to monopoly or the oppression of 
small enterprises. The resulting pressure for organization among the pro- 
ducers gave a new stimulus to the trade association movement and, as these 
groups largely dominated the formulation of the trade practice provisions 
of the codes, the result was an unprecedentedly wide restriction of competi- 
tion. 

However, after May, 1935, when the Supreme Court declared the law 
unconstitutional, the elaborate structure collapsed. Subsequently in the 
petroleum and soft-coal industries, where the effects of uncontrolled com- 
petition were considered particularly undesirable, special legislation was 
resorted to, but in both cases it was condemned by the Supreme Court. 
In the case of coal, this was replaced in 1937 by a law levying a tax on inter- 
state shipments sold below the minimum prices to be established by a 
commission. In the case of petroleum, since the courts held that control 
of production rested with the states, a law was passed permitting states to 
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enter into interstate compacts to limit the output. The power granted the 
AAA to limit output and control the marketing of farm products is another 
illustration of the general trend to restrain the former freedom of competi- 
tion in the belief that this would promote recovery and stabilize industry. 

Antitrust Legislation and Prosecutions. Though a considerable anti- 
monopoly agitation arose after 1870, it was primarily directed against 
railroads, but the appearance of the big trusts in the 1880’s led to public 
investigations which resulted in both state and Federal legislation. The 
Sherman Antitrust Law of 1890 was a general prohibition of combinations, 
monopolies, or restraint of trade in the field of interstate commerce. Most 
of the state legislation was similarly sweeping in its prohibitions of intra- 
state combinations and, like the Federal act, showed little effort to study 
the problem broadly and attack it in the only effective way by striking at 
the roots of such evils as arose. It was a policy of alleviation rather than of 
prevention, and affords another example of American faith in the efficacy 
of mere legislation, no matter how little it takes into account tiio economic 
forces against which it has to contend. 

Until after 1901, the Federal government started very few proceedings 
against the trusts and these brought most meager results. Though an in- 
creasing number of states adopted sweeping antitrust laws, most did prac- 
tically nothing to enforce them. New York, Texas, and Missouri being the 
chief exceptions. But starting with Theodore Roosevelt’s administration, a 
marked change occurred. By this time, too, the general public was more 
aroused about the trusts, partly because of their rapid growth after 1897 
and partly because of the rising demand for economic reforms, stimulated 
by the “muckraking” magazine articles that featured this decade. 

All this resulted in increasing the number of Federal proceedings against 
the trusts, till a climax was reached under the Taft administration that was 
not surpassed until that of Franklin Roosevelt. Also new laws were passed 
to expedite trust prosecutions and to create the Bureau of Corporations 
with powers of investigation and recommendation. Though the govern- 
ment won several significant suits before, most cases dragged through the 
courts so slowly, often taking 4 or 5 years, that it was not until the decisions 
of 1911 decreeing the dissolution of the oil, tobacco, and several other 
trusts that the results of this greater activity became notable. 

Indirectly, however, the Federal activities undoubtedly tended to check 
the organization of new combinations and to compel others to act with 
greater circumspection. In the oil and tobacco-trust decisions, the Supreme 
Court declared that the Sherman Antitrust Law did not prohibit combina- 
tions in restraint of interstate commerce that were reasonable under the 
common law, and so is said to have read the “rule of reason” into the law. 
Previously, the court had distinguished between direct and indirect or 
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incidental restraints of trade and had refused to condemn the latter. 
Whether the rule of reason really altered the interpretation of the law, or 
simply meant that the same things formerly called “indirect” or “inciden- 
tal** restraints would thereafter be called “reasonable” and so escape con- 
demnation, is a disputed question. Doubtless in most cases this would be 
true; but, as these decisions were generally accepted as modifying the pre- 
vious interpretation, it would not hold true in all cases, and the law thus 
became more lenient and might enable so-called “good” trusts to escape 
condemnation. Certainly, subsequent decisions appear to justify this view. 

Despite the substantial gains made against the trusts, the results fell 
far short of what the public desired; two decades after the Antitrust Law 
had been passed, trusts were more numenais than ever and the government 
seemed to be engaged in a losing struggle. Consequently Congress held a 
series of fairly prolonged hearings on the subject and studied the problem 
with much greater care than ever before. The results of this study were 
embodied in the Federal Trade C ommission Ac! and the Clayton Act, 
both passed in 1914. 

The former act created the F^eral Trade Commission, which replaced 
the old Bureau of Corporations and was given similar though more ex- 
tensive powers. It could be used to plan dissolution decrees and on its own 
initiative could investigate the results of such decrees. Most important 
was the clause declaring unfair methods of competition in interstate com- 
merce illegal and giving the Commission power to investigate such methods 
and issue orders prohibiting their use. 

The Clayton Act contained a variety of provisions, some of which applied 
to railroads and labor. Those applicable to trusts prohibited (under certain 
conditions tending to cause undesirable restraint of interstate commerce) 
tying contracts, local price discrimination, holding companies, and inter- 
locking directorates, and provided various methods for enforcing these 
prohibitions. Another clause was designed to exempt organizations of 
laborers or farmers from being declared illegal under the antitrust laws and 
to exempt their members from prohibitions against “lawfully carrying 
out the legitimate objects thereof.” Whether this guarded clause appre- 
ciably altered the situation as to the actual practices of these organizations 
is doubtful, though they considered it a great victory at the time. 

The legislation of 1914 marks the first serious effort to strike at the roots 
of some of the trusts’ sources of power and enact laws that were preventive 
rather than alleviative in character, but it overlooked many of these 
sources. However, the work of the Federal Trade Commission, particularly 
that directed against unfair methods of competition, since these had been 
one of the chief sources of power, was a marked advance. In state antitrust 
legislation, beginning about 1907, there was a similar trend toward pre- 
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ventive measures, generally confined to prohibiting specified unfair methods 
of competition. Yet, as previously, few states outside of New York tried 
to enforce their laws. 

Starting with the First World War and becoming more marked there- 
after, a decided modification of the general attitude of hostility toward 
combinations and fettered competition became evident. During the war, 
many prosecutions were suspended and the formation of trade associations 
was encouraged. In 1916, pooling among shipping lines, subject to certain 
prohibitions and the control of the Shipping Board, was permitted; in 1918, 
the Webb Export Combination Act authorized the formation of combina- 
tions to engage in the export trade, provided they did not tend to restrain 
domestic trade; in 1920, the Transportation Act repealed the long-standing 
prohibition of pooling among railroads, but made any such agreements 
subject to the approval of the Interstate Commerce Commission; in 1922, 
the Capper- Volstead Act sanctioned farmers’ cooperative marketing asso- 
ciations, provided they did not tend unduly to enhance prices. 

Another factor in modifying the opposition to trusts wms the growing 
concern over the cyclical swings of business and the claim that combina- 
tions could help in stabilizing industry. This claim then began to be used 
as the strongest argument in support of combinations or restrictions on 
competition, and the claim stressing the economies of large-scale produc- 
tion, so prominent after 1897, received far less emphasis — doubtless due 
partly to a realization that the claim had been greatly exaggerated. Thus 
there developed a less hostile and more discriminating attitude toward 
combinations than had theretofore prevailed. 

After the war, antitrust proceedings were resumed, but the government 
lost several important cases and its activities scarcely kept pace with the 
spread of combinations, most of which assumed the less tangible forms. At 
this time, the growth of local combinations and of those based on patent 
rights was notable. A constructive move by the Federal Trade Commission 
initiated its trade practice conferences for various industries which formu- 
lated codes listing as unfair various practices, some of which were accepted 
as such by the commission though it withheld definite approval of others. 
The more lenient attitude dominating the commission during the 1920’s 
was finally reversed, but the effects of the depression after 1929 proved far 
more disastrous to the combination movement until the government came 
to the rescue in 1933 and embarked upon an unprecedentedly broad program 
for checking competition and keeping up prices. This program is described 
in the chapter devoted to the depression; here certain measures closely 
related to the trust movement may be noted. 

The Robinson-Patman Act of 1936 made illegal the sale of goods at 
prices that were discriminatory as between individuals or localities as well 
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as at prices that were unreasonably low where the object was to destroy 
competition or to eliminate a competitor. Though of very wide applica- 
tion, this law was particularly aimed at the chain stores. The Miller- 
Tydings Act of 1937 legalized resale price maintenance agreements covering 
branded goods shipped in interstate commerce in any state permitting such 
agreements in intrastate trade. Since most states, largely because of the 
energetic action of such groups as the druggists, the grocers, advertising 
mediums, and producers of branded goods, had already passed such laws, 
the scope of its application was broad. Finally, in 1938, the Wheeler-Lea 
Act strengthened the law against unfair or deceptive practices by including 
such as injured the public as well as competitors, improved enforcement 
measures, and added to the restrictions on false or misleading advertising. 
At this date, too, the government resumed a more active prosecution of 
the trusts, particularly those in the building trades, aided by a large increase 
in the previously grossly inadequate appropriations for this purpose. On 
the outbreak of war, this attack m as turned against certain international 
agreements controlling strategic materials, hwi again it was found expedient 
to postpone various cases until the return of peace. Meanwhile, most states 
continued to leave the trust problem to the Federal authorities. 

To assert, as many do, that the Federal effort has been a general failure 
is far from justified. Had no action been taken, the situation today would 
certainly be far different. Obviously the results obtained have fallen far 
short of what was intended, and probably combinations that to a greater 
or less degree restrict competition are more widespread than ever before. 
Nonetheless, their power to exert monopolistic control and the means or 
practices that they could employ to secure and maintain such control have 
been substantially modified. The trusts themselves have learned from 
many failures something as to the long-run limitations upon their power, 
and the public has learned that a more discriminating attitude toward 
various forms of restriction on competition is needed, since unbridled com- 
petition does not produce the best results under all circumstances. Certainly 
the Federal effort has limited the growth and power of combinations and 
raised competitive practices to a higher level. That not more has been ac- 
complished may be attributed mainly to the great strength of the economic 
forces back of the trust movement, to the failure of earlier legislation to 
strike directly at the trusts’ sources of power, to the courts’ limitations in 
interpreting the law, and to the totally inadequate financial and adminis- 
trative support of the law’s enforcement. Furthermore, since 1914, govern- 
mental policy, despite continued antitrust proceedings, seems to have been 
directed more toward checking competition and facilitating combination 
than toward promoting free markets. 

In its broadest aspects, the trust problem is simply one phase of the 
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larger problem where to draw the line between permissible competitive 
and monopolistic practices and organization in modern industrial society. 
The variations in technological, economic, and social conditions among 
different industries are such that a policy that secures the best results in 
one case may not prove the most desirable in another. Also constant changes 
in these conditions may require shifts in policy. Actually, absolute freedom 
of competition and complete monopoly rarely exist. The problem where 
to draw the line of policy between relative freedom and relative monopoly 
needs to be studied with more thoroughness and discrimination than have 
thus far been applied to it. 

Because of the spread of combinations and of practices restricting compe- 
tition, it is frequently asserted that the era of competition as a force in the 
economic order is rapidly passing or has already passed. Since we have no 
adequate measure of that force, this can only be a question of opinion. 
Probably, competition reached its peak in this country during the last 
quarter of the nineteenth century when combinations were relatively few 
and cutthroat methods were so widely and unscrupulously employed. Since 
then, and largely since 1917, its power has been considerably modified. Yet 
even today, its force is probably greater than at any time before 1 875. When 
concentrating attention on the large number of combinations and other de- 
vices restrictive of competition today, as contrasted with their comparative 
scarcity during the previous century, we easily overlook all the other 
changes in the economic order, including the far greater possibilities for 
using substitutes, which tended to intensify competition and to limit the 
power of monopoly, and for the most part still do so. Our economic order 
is still fundamentally competitive in character; how long it will continue 
so remains to be seen. 




Chapter XXXIV 

MANUFACTURING SINCE 1860 (Continued) 


The History of the Tariff to 1890; High Protection Established. 
The rapid rise in tariff duties from a level of about 20 ^er cent in 1860 to 
47 per cent at the close of the Civil War had been due primarily to the fiscal 
needs of the government. Hence it was generally assunied that, on the 
return of peace, duties would be reduced. Yet, as events turned out, such 
was not destined to be the case, at least as regards the duties that were 
essentially protective rather than revenue producing in character. Thus 
these years mark the beginning oi a new period in our tariff history, the 
period of high protection, which, with but brief intermissions, has continued 
almost down to date. 

The insistent demand for relief from taxes, as government revenue 
exceeded expenses, led to the abolition by 1872 of most internal revenue 
war taxes except those on liquors, manufactures of tobacco, and a few 
minor items. As the taxes on manufactured goods were removed, it was 
expected that the tariff duties on like products, which had been increased 
to offset these taxes, would be reduced. Facing a trying period of postwar 
readjustment, the interests affected vigorously opposed any such cut; in 
fact, some demanded still more protection. In an act of 1867, which raised 
the duties on raw wool and manufactures of wool to a much higher level 
than ever before, the producers were granted practically what they asked. 
Soon the duties on marble, nickel, copper, and steel rails were substantially 
increased. However, there was little opposition to the reduction or abolition 
of duties on commodities that were not produced within the country, 
originally imposed for the sake of the revenue, such as those on tea and 
coffee. 

In 1867, a bill proposing considerable cuts in duties was defeated; 
instead Congress passed a law making few changes in the important pro- 
tective schedules, such as those on textiles, iron and steel, or glass and clay 
products, but reducing many duties levied primarily for revenue. In 1872, 
in the hope of staving off the demand for a greater cut, most protective 
duties were reduced 10 per cent and nearly all the remaining revenue duties 
were abolished, thus leaving the tariff more purely protective in character 
than ever before. When imports fell off after the panic of 1873 and the 
Treasury faced a deficit, the 10 per cent cut was repealed in 1875 — another 
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illustration of the disturbing effect of the heavy reliance upon customs 
receipts for revenue. 

From then until 1883, no change of importance took place, except for 
the reciprocity treaty with the Hawaiian Islands under which each country 
admitted the chief products of the other free of duty, a concession that 
proved of great value to the sugar growers of the Islands. The protected 
interests then became adjusted to the new high level of duties; the influence 
of the South, so opposed to protection before 1860, was greatly reduced; 
the idea of returning to the prewar level of moderate protection was for- 



gotten; and the majority of the country quietly accepted the policy of high 
protection. Thus, as on so many occasions in history, temporary conditions 
arising out of war became at least immediately responsible for important 
and relatively enduring advances in the system of protection. 

The first general revision of the tariff was made by the act of 1883. The 
surplus revenue was then averaging over $100 million a year, tempting 
Congress to extravagant expenditures and inciting the public to demand 
lower duties. A special Tariff Commission set up in 1882 reported in favor 
of cuts averaging about 20 per cent, but this went further than Congress 
was willing to follow and, by careful maneuvering, the bill finally enacted 
involved much less of a reduction. In certain classes of wool, cotton, and 
steel manufactures, where imports were fairly heavy, the duties were 
actually increased. Though there were some real reductions in protection, 
most cuts were made where the duties were already so high that they still 
remained almost prohibitive. 

Also the act did not succeed in reducing the customs revenue; in fact, 
during the life of this tariff it averaged more than ever before, owing largely 
to heavier imports in more prosperous times. The problem of the surplus 
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revenue, however, did not seriously embarrass Congress; it found an easy 
solution in increasing the expenditures for pensions and the “pork-barrel” 
appropriations for rivers, harbors, and public buildings — another illustra- 
tion of the evils attending marked fluctuations in the chief source of 
revenue. Though the group favoring lower duties introduced numerous 
bills, they lacked the power to pass them, but the resulting controversy 
made the tariff question more of a partisan issue than it had been since 
before 1860. 

The Tariff from 1890 to 1897 ; Still Higher Protection. As the tariff 
became a leading political issue, nearly every shift iii Jae party in power 
led to a change in the duties. After the Republicans regained complete 
control of the government in the election of 1888, they pr )ceeded to revise 
the tariff in accordance with the principles of protection for which the 
party had come to stand, and in 1890 the McKinley Tariff Act was passed. 
This law marks the first step toward a still higher level of protection. In 
the case of textiles, though there were some cuts in the cheaper grades, 
duties on the better grades, where foreign competition was keenest, were 
generally advanced, often to between 50 and 100 per cent, and extensive 
use was made of minimum valuations and duties. On the cruder forms of 
iron and steel products, there was little change, except for the duty on tin 
plate which was more than doubled; on more highly finished goods, such 
as cutlery, there was a substantial increase. The duty on copper, though 
reduced, was still retained, despite large exports of the metal. 

As a special efft)rt was made to secure farmers' support, the duties on 
wheat, corn, potatoes, eggs, and barley were raised though, except for 
barley, it is unlikely that many farmers gained thereby. The duty on raw 
sugar was abolished, and instead a bounty of about the same amount, 2 
cents a pound, was granted to domestic producers. This shift was to reduce 
the surplus revenue, as the duty on sugar, chiefly to protect the Louisiana 
cane-sugar growers, had yielded over $50 million a year, or more than any 
other single duty, since nearly nine-tenths of the sugar consumed at this 
time was imported. A provision chiefly designed for use in bargaining with 
Latin-American countries reflected a new trend in practices but yielded 
meager results. 

The return of the Democratic party to power after 1892 led to another 
revision in the Wilson-Gorman Tariff of 1894. The bill passed by the House 
provided for a very substantial cut in duties and transferred a number of 
important raw products to the free list, but the Senate so modified the bill 
as finally passed that President Cleveland refused to approve it, and it 
became a law without his signature. The chief change put wool on the free 
list and abolished the portion of the duties on manufactures of wool sup- 
posed to offset the duty on the raw product. The bounty on sugar was also 
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abolished and replaced by a duty of about 1 cent a pound, partly because 
of the need for more revenue as customs receipts had declined in the depres- 
sion. In the case of other agricultural products, as in that of most manu- 
factured goods, duties were commonly cut between one-quarter and one- 
half. The belated transfer of copper to the free list was of no importance. 
Though the net result was an appreciable reduction, the general level still 
remained distinctly above that prevailing before 1860. The fiscal needs of 
the Treasury led to the provision for a moderate income tax, which was 
subsequently declared unconstitutional. 

In 1897, following the return of the Republican party to power, the 
Dingley Tariff was enacted. In general, this act was designed to reestablish 
the level of duties of the tariff of 1890; in the details there was a tendency 
to raise duties still higher in the cases where foreign competition was most 
felt and to cut them somewhat where it was least felt. The result was a level 
of duties averaging 57 per cent, higher than ever before in the country’s 
history, and in practical effect providing the greatest degree of protection 
the country had ever known. 

The duty on wool was restored, that on the cheaper grades at a level 
higher than in 1890, and also the compensating duties on manufactures of 
wool. Cattle and hides, admitted free since 1872, were made dutiable. 
Both of these changes reflected the power gained in the Senate by the 
stock-raising interests of the Far West following the admission of new states. 
The duty on raw sugar was advanced to about 1 % cents a pound, partly to 
get more revenue. On other agricultural products duties were brought back 
nearly to the level of 1890. The duties on manufactures of siJk and linen 
were raised to a higher point than ever before. There was little change in 
the duties on cotton manufactures and, except for an increase in the more 
highly finished goods, the same was true of iron and steel products. Among 
mineral products, the duties on coal and lead were raised. The duties on 
glass, china, wood, and manufactures of wood were restored to about the 
level of 1890, and those on chemicals, oils, and paints went back to almost 
the same level. The law also made provision for reciprocity agreements, 
but the results obtained were meager. 

The Attitude of Different Sections toward the Tariff. The fact that 
after nearly 100 years of protection a tariff act that provided a greater 
dfegree of protection than ever before was asked for and passed caused 
some to wonder why industries should require more protection than they 
had enjoyed in their infancy, especially since some appeared to be taking 
on the guise of giants. To understand the support secured for such a policy 
it must be realized that the changes since 1860 had somewhat altered the 
interests of different sections in protection as well as the relative political 
power of these sections. 
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As before 1860, the Northeast was still the great center of the manu- 
facturing industries that received most protection, and this section con- 
tinued the chief stronghold of protectionist sentiment. Some of these 
industries had spread westward to the North Central states and, although 
few of the manufactures there were so dependent on the tariff as many 
along the Atlantic coast, they generally supported it and were joined in 
this by those interested in the protection of certain raw materials such as 
lumber, wool, beet sugar, coal, and iron. As the Far West was opened up 
and new states admitted to the Union, the proteclionist forces obtained 
vigorous reinforcements there from those interested l.i lumber, certain 
minerals, cattle, sheep, beet sugar, and fruits. Since the population was 
sparse, the political influence of this section was strongest in the Senate; 
when the party in power had only a small majority in that body, as was 
often the case, these Western interests were in a strategic position to obtain 
favorable duties for their products. After about 1888, the influence of this 
secjtion in shaping tariff laws became very appreciable; in recent years, in 
alliance with the Northeast, it has furnished the most vigorous and insistent 
support of the policy of high protection. 

On the other hand, in the (^4entral Northwestern states, chiefly devoted 
to wheat or corn and little interested in manufacturing, there developed, 
chiefly after 1900, considerable opposition to the high duties on manu- 
factures. Such duties increased the cost of many fanners’ purchases and 
they began to suspect — in most cases with good reason — that the duties 
on their own staple products were of no advantage to them so that in return 
for their support of protection they were getting only a gold brick. Although 
this did not lead them to oppose protection, they did fight for lower duties 
on certain manufactures that they purchased and for higher dutias on their 
farm products. 

The strongast opposition to protection before 1860 had come from the 
South, and this has continued to be the case ever since, though that opposi- 
tion has become greatly modified. Throughout the country, adherence to 
one political party and its tariff policy often became a strong family tradi- 
tion handed down from father to son and not easily broken. Though the 
strength of the South’s traditional opposition to protection was very 
marked, the development of industries there which might benefit through 
tariff duties eventually modified the former free-trade stand. From early 
times, the cane-sugar growers of Louisiana had sought and received pro- 
tection. After about 1880, the growth of cotton mills and the iron and steel 
industry in the South, the rising value of cottonseed products, and the 
expansion of the lumber industry and of fruit growing created a group of 
interests inclined to ask for protective duties. This in part explains why 
as time went on the Democratic party, to which the “Solid South’’ fairly 
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persistently adhered, tended in actual practice to abandon its traditional 
insistence upon a tariff for revenue only in favor of a policy of moderate 
protection. Thus the general trend toward greater protectionism down to 
1900 was due chiefly to the decreased power of the South in national affairs 
after 1860 and the modification of that section’s violent opposition com- 
bined with the rising power of the strongly protectionist states of the Far 
West. 

The Reaction against Extreme Protection and the Tariff of 1909. 
During the unusually long life of the Tariff of 1897, there arose such dis- 
content with its high level of duties that even the protectionists admitted 
that a downward revision of its rates was at least politically expedient. 
Five different causes had considerable influence in this reaction : 

1. There was a growing group of manufacturers who were beginning to 
feel that the tariff was a handicap for them. Many manufacturers c^f the 
more highly finished products found that the increased cost of various raw 
materials caused by the tariff necessitated a higher price for their product 
and thus reduced their market. This was especially felt by those who were 
exporting manufactured goods, a group that increased very rapidly after 
the middle 1890’s. These exporters also felt that our high tai*iff led other 
countries to impose high duties on American products and thus reduced 
their market still more. 

2. There was the group of farmers, previously mentioned, chiefly in the 
wheat-growing region of the Central Northwest, who believed that they 
were getting a raw deal on the tariff and demanded lower duties on the 
manufactured goods they were buying. 

3. The rise of about 50 per cent in the general level of wholesale prices 
between 1896 and 1910 caused much discontent and widespread complaint 
about the high cost of living. Though this rise was due chiefly to other 
causes, a portion could be attributed to the 1897 tariff, and it was argued 
that a reduction in duties would tend to lower the cost of living. 

4. The rapid growth of trusts just after 1897 and the belief that the tariff 
substantially fostered this growth caused restlessness. Here again the 
actual influence of the tariff was exaggerated, but the cry that the tariff 
was the mother of the trusts and so ought l-o be abolished on all trust- 
controlled products found a popular response. 

5. The growing sensitiveness to various forms of special privilege and 
to the spread of large fortunes aroused by the “muckraking” magazine 
articles of this decade led to attacks on the tariff as an iniquitous form of 
such privileges. Though never making any popular appeal or exercising 
much influence, one other point may be noted. The sudden realization that 
the country’s natural resources were being rapidly depleted led to the rise 
of the conservation movement, and it was pointed out that, by abolishing 
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duties on various raw materials and importing more of them from other 
countries, it would help to conserve our own resources. 

This gathering opposition led both parties in the presidential campaign 
of 1908 to advocate a cut in duties, and when the Republicans under Taft 
won out they passed the Payne-Aldrich Tariff in 1909. The act was a dis- 
appointment to those who had demanded lower duties for, though the 
general level was somewhat reduced, few cuts were of substantial impor- 
tance and these were partly offset by advances. The return of hides to the 
free list made possible a cut in the duties on manufactures of leather. The 
duties on coal, iron ore, and the chief iron and steel products were con- 
siderably reduced, but they had ceased to be of much actual influence. 
The vigorously attacked schedule on wool and man ufact ares thereof was 
left virtually unchanged, as was the duty on sugar. Silk manufactures won 
an appreciable increase in protection; higher duties were also granted to 
certain cotton goods, zinc ore, and a few fruits. 

Certain special features of the act also deserve mention. Products of the 
Philippine Islands were admitted free of duty, except for a nominal limita- 
tion on the quantity in the case of sugar and tobacco. This was of great 
advantage to the Islands by enabling them to get higher prices for some of 
their staples; in certain cases, it probably benefited American consumers. 
Another clause, replacing the reciprocity provisions of the act of 1897 and 
designed to be used as a lever in tariff bargaining, provided for an additional 
or maximum duty on products of a country unduly discriminating against 
American goods, though it proved unimportant. There was also provision 
for a Tariff Board, set up in 1911, to gather the information required in 
carrying out this clause or for general purposes in tariff legislation, some- 
thing that was greatly needed. Finally, the law imposed a small tax on the 
net income of corporations, as more revenue was needed to meet the grow- 
ing expenditures. 

The Return to Moderate Protection under the Tariff of 1913. 
When the Democrats under the vigorous leadership of President Wilson 
gained control of the government, they promptly enacted the Underwood 
Tariff of 1913 providing for the most general and substantial reduction in 
duties of any act since 1860 and bringing the general level to a point not 
far above the moderate protection prevalent between 1816 and 1860. 
Numerous important products were transferred to the free list including 
lumber, coal, iron ore, pig iron, steel ingots, blooms, wire, rails, boots and 
shoes, wheat, flour, cattle, meat, eggs, milk, and cream, together with 
several manufactured products supposedly controlled by trusts. Of greater 
importance in actual effect, were the placing of wool on the free list, the 
cut in the duty on sugar, and the provision for its abolition after May 1, 
1916. Substantial cuts were made in the duties on iron and steel products 
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and on textiles, notably those of cotton and wool. At least moderate reduc- 
tions appeared in most of the other schedules. 

On the other hand, duties were increased on many luxuries, chiefly for 
the sake of revenue. The maximum and minimum clause was dropped, but 
an antidumping clause was retained. The Tariff Board had ceased to exist 
in 1912 because Congress refused it an appropriation; though this law made 
no provision for it, an act of 1916 created the Tariff Commission with sim- 
ilar functions. A new feature appeared in the provision for higher duties on 
goods imported in foreign ships where existing treaties did not prohibit 
such discrimination. This effort to aid the merchant marine revived the 
policy of 1789-1815, but the general prevalence of treaties made it inop- 
erative. Finally, as more revenue was needed and this act would reduce 
customs receipts, there was included a provision for an income tax, just 
made possible by an amendment to the Constitution. This income tax, 
which bore chiefly on the rich, combined with the reductions in duties, 
most of which bore with relatively greater weight on the poor, resulted in a 
marked shift of the burden of Federal taxation from the poor to the rich 
and was in part due to the growing discontent with the existing distribution 
of wealth. This shift and the return to moderate protection were the most 
significant features of this tarift' law. 

Such effects as the reduction of duties might normally have had were 
concealed by the outbreak of war in which the country was soon involved. 
Despite the great need for more revenue, no appreciable change in the 
customs duties was made. The provision for the abolition of the remaining 
duty of about cents a pound on raw sugar after May 1, 1916, was re- 
pealed for the sake of the revenue, and a decided increase was made in the 
duties on dyestuffs to protect those who had taken up their production 
when the war cut off the imports, previously supplied chiefly by Germany. 
Thus, this was the first war involving a serious strain on the nation’s 
finances during which no considerable change in customs duties was made. 
This was due in part to the traditional opposition of the party in power to 
raising duties and in part to the fiscal needs being so great that any addi- 
tional revenue obtainable from this source would be a mere drop in the 
bucket. 

High Protection Restored after the War. The return of the Repub- 
lican party to power after 1920 would have led to an effort to repair the 
breaches in the high tariff wall made by the Democrats in any case, but 
the demand for this was intensified by various reactions from the war. The 
precipitate drop in prices of 1920-1921 was particularly marked in the case 
of farm products, and the resulting distress was most severely felt in the 
sections chiefly devoted to grain and livestock. An increase in tariff duties 
was among the relief measures insistently demanded by the farmers, regard- 
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less of the fact that for the great majority such duties could be of little real 
aid; the chief exceptions were the growers of wool, sugar, fruits, spring 
wheat (under certain conditions), and thovse producing for certain local 
markets near the Canadian border. Manufacturers also suffered from the 
reaction, especially those stimulated by the war. Tt was urged that unless 
duties were raised the new industries would be ruined, and even the older 
industries would suffer because the depreciating European currencies 
enabled Americans to buy goods in Europe at a low cost in terms of dollars 
and so stimulated imports. 

The opposing argument that, since Europe had becon.'' heavily indebted 
to the United States during the war, it would be very difficult if not im- 
possible to repay the debts if imports were restricted, receiv ed scant atten- 
tion; it was even asserted that it would be better to cancel the debts than 
to receive imports in payment. Closely related to this was the claim that 
the unemployment caused by the depression would be aggravated unless 
imports were reduced. Finally, the old national self-sufficiency argument 
was revived to support protection for the aew industries developed to 
supply vital war needs, such as those making certain chemicals, dyestuffs, 
and optical glass. Thus, once again conditions arising out of war, many of 
which were only temporary, bec ame an important factor in bringing about 
an increase in the tariff that proved relatively enduring. 

The Emergency Tariff Act of 1921 was a temporary law passed in re- 
sponse to the farmers* demands and designed to serve only until a general 
revision of the tariff could be made. It restored the duties on wool, corn, 
wheat, and meat at new high levels and raised the duty on sugar. In 1922, 
it was superseded by the Fordney-McCumber Tariff designed to restore 
the level of duties prevailing before 1913. In the majority of cases this was 
done. Where there was an appreciable departure from this standard, the 
tendency was as usual to make cuts where duties were already so high that 
the cut was of little effect and to raise the rates where foreign competition 
was most felt. “The outcome,” to quote Professor Taussig, the leading 
authority on giir tariff history, “was a tariff with rates higher than any in 
the long series of protective measures of the whole period.” 

On farm products, the duties were in general higher than ever before and, 
though some had little effect, the real protection afforded was doubtless 
greater than ever. The textile schedules went back to about the old level. 
Coal and iron ore were left on the free list, but on the cruder iron and steel 
products moderate duties were restored. The new industry making coal-tar 
products and dyes secured almost prohibitive duties. To placate the 
farmers, agricultural implements, binder twine, and potash were included 
in the free list. A new special provision for flexibility authorized the Presi- 
dent, on the recommendation of the Tariff Commission, to raise or lower 
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duties by not more than 50 per cent where it was found this would tend to 
equalize differences in cost of production between the United States and 
the leading competing foreign country. Of the few changes made under 
this authorization practically all involved a raise in duty. Thanks chiefly 
to the work of the Tariff Commission, the act greatly improved the admin- 
istrative provisions of the customs service. 

The next change in duties came under the Hawley-Smoot Tariff of 1930. 
The intention of the Hoover administration was to limit the revision of 
duties chiefly to farm products, but the pressure of other special interests 
was such that, despite the opposition of the farm groups, many manufac- 
tured products were also granted more protection. As a result, the average 
ad valorem rate on dutiable goods was raised to 40 per cent or about a 
fifth above those of the Tariff of 1922. 

Raw sugar and wool obtained only a moderate advance, but the average 
increase in the general agricultural schedule was over 70 per cent and 
established a far higher level than ever before. An attempt to raise the 
price of those farm products which could secure no benefit frrjm duties 
because they were largely exported, through the device of an export deben- 
ture system, was defeated. Hides, leather, shoes, timber, cement, brick, 
and long-staple cotton were taken from the free list and made dutiable. 
Most duties on manufactures were left unaltered; the changes tended to 
raise the rates where most needed and reduce those already excessive. The 
flexible tariff provision was retained, though the President could no longer 
alter the rate recommended by the Tju’iff Commission. 

The depression after 1929 brought the usual demand for more protection 
but, as the Democratic party, traditionally opposed to raising duties, was 
returned to power in 1933, no general upward revision resulted. In 1932, 
an amendment to a revenue act imposed duties on petroleum and its prod- 
ucts, coal, lumber, and copper; in 1934, similar action was taken as to 
most forms of whale or fish oils, and in 1936 as to various animal and vege- 
table oils. To prevent any cut, all these new duties were exempted from the 
flexible tariff provision. 

An important move in the opposite direction was initiated under the 
Trade Agreements Act of 1934, designed to stimulate exports and help in 
world recovery. This law authorized the President to enter into reciprocal 
trade agreements with foreign countries under which, in return for conces- 
sions, American duties might be reduced up to 50 per cent. Such agreements 
were to be for not over 3 years and thereafter were terminable on 6 months’ 
notice. The authorization, originally limited to 3 years, was later renewed 
and when, in 1945, it was extended to 1948, a further reduction to 50 per 
cent of the duty effective on Jan. 1, 1945, was permitted in order to make 
additional cuts possible. By this time, agreements with twenty-eight 
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nations had been made culling rates on 42 per cent of the dutiable goods; 
in nearly half of some 1,200 rates affected, the cut had been 50 per cent. 
With certain exceptions, concessions made to one country were automati- 
cally extended to other countries entitled by treaty to most-favored-nation 
treatment. This was due to a shift in national policy in interpreting the 
most-favored-nation clause which occurred in 1923. Previously, unlike 
most countries, the United States had always held that a concession made 
to one nation would be extended to another nation only when it made a 
reciprocal concession. Thus the trade agreements brought a very substan- 
tial reduction in duties. Additional agreements late in IV iT secured further 
cuts establishing a moderate general level of duties, but in June, 1948, the 
Republican Congress refused to extend the law for more than one year and 
added minor restrictions. 

The trade agreements law reflected the rising tendency among nations 
after 1920 to settle their commercial relations by bargaining arrangements 
rather than by unilateral action. It also had the great advantage of taking 
the question of duties, within the specified limits, out of the hands of 
Congress where the influence of pressure groups and logrolling methods 
was so great and thus of securing action based on broader and sounder 
considerations of social j)olicy. Though the world disturbances of the time 
make any measurement of the results impracticable, the country doubtless 
benefited from both the stimulus to exports and the lowered cost of im- 
ports. 

In addition to the raising of tariff duties, the period since the First World 
War has seen a world-wide movement, though most marked in the totali- 
tarian states, to resort to indirect or administrative methods for restricting 
imports that constituted an “invisible tariff.” The United States, partly 
in self-defense, was led to adopt similar methods, though it proceeded 
more slowly than many, since it enjoyed a favorable balance of trade. Its 
restrictions took the form of antidumping measures, countervailing duties 
on bounty-fed imports, penalizing imports from countries discriminating 
against American products, prohibiting the import of goods made by con- 
vict or forced labor, requiring goods to be marked to show the country 
of origin, fixing quotas for imports from given countries, and various regula- 
tions adopted as police measures to protect public health, safety, or morals 
and the health of plants or animals. 

Though there may be excellent justification for most of these forms of 
restriction, some of them can be used to secure a disguised form of protec- 
tion. Much depends upon impartial administration. It is claimed that the 
restrictions to protect plant and animal health went much further than was 
necessary for that purpose. The quota system can easily be developed into 
an extreme type of protectionism, and in the case of sugar it was used to 



580 


END OF THE FRONTIER; RISE OF CAPITALISM 


aid domestic growers chiefly at the expense of those in the insular posses- 
sions. It may also be noted that most of the real pressure back of the law 
to grant independence to the Philippine Islands in 1946 came from pro- 
tectionist groups hoping thus to cut off the free imports of sugar, tobacco, 
vegetable oils, etc., from those islands. 

The Tariffs Unscientific and Their Influence Exaggerated. A survey 
of the tariff history of this period suggest s two features as deserving special 
comment. One is the very unscientific way in which tariff duties have been 
determined, a criticism that must be conceded by both protectionists and 
free-traders. Admittedly, the determination of tariff duties on any scien- 
tific basis is extremely difficult and requires far more detailed information 
than has ever been available. Few if any experts possess all the knowledge 
needed to fix the duties on a single class of commodities; yet there were 
nearly 3,000 commodities upon which duties were fixed in a recent law. 
Even if the knowledge were available, no congressman would have time to 
secure a mastery of the subject. Few have shown much inclination to act 
on the basis of such expert opinion as was available. 

Too frequently protective tariff acts are looked upon as another form of 
pork-barrel legislation where each congressman expects to get some duties 
beneficial to his constitutents, and his vote for duties sought by others is 
secured by granting him what he demands. Of course, conflicting interests 
develop and compromising bargains have to be made, but this only in- 
creases the lack of any scientific method in the results. The work of the 
Tariff Commission has brought some improvement and the recent trade 
agreements policy still more; yet it is probably vain to hope that the tariff 
will cease to be a football of politics. 

The second point for comment concerns the effect of the tariff on the 
country’s economic development during this period. The question is so 
complicated and the lack of detailed facts so great that only a few tentative 
conclusions, based largely on theoretical reasoning, are possible. Undoubt- 
edly, the high duties prevailing after 1864 somewhat hastened the growth 
of various lines of manufacturing, enabled branches to attain a greater size 
than would otherwise have been possible, and helped some new or infant 
industries to become fairly well established. In other cases higher costs 
resulting from protective duties, particularly those on raw materials (for 
few countries with a protective system impose such duties on raw materials 
used in manufacturing as does the United States), have hindered develop- 
ment. 

It is most significant that the branches of manufacturing which have 
enjoyed the greatest growth are, generally speaking, those where machine 
methods displaced hand labor and mass production prevailed. Thus the 
coarser cotton goods, the cruder forms of iron and steel, and the highly 
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finished “American specialties” such as sewing machines, typewriters, 
watches, automobiles, and agricultural machinery are able to compete 
successfully in the free world’s markets. Commonly too, these industries 
pay higher wages than those paid in the industries receiving the highest 
actual protection. American manufactures have been least successful in 
lines where the high labor cost could not be reduced by the use of such 
methods, as is seen in the continued imports of the finest textiles and cut- 
lery. All this suggests the conclusion that the general trend of development 
in manufacturing would have been much the same without protection, 
though high duties sustained the expansion of certain ranches and has- 
tened the firm establishment of various infant industries. 

As far as agriculture and other extractive industries are concerned, pro- 
tective duties have been of still less influence. Often the duties had no effect 
whatever; in other cases, simply a slight influence in a few small sections; 
in only a few cases of important commodities has there been a substantial 
effect upon production. Certainly farmers as a whole would always have 
been distinctly better off if there had been no protective duties of any sort. 
Since about 1900, however, the number of cases where those engaged in the 
various extractive industries might gain from protection, even if the nation 
did not, has substantially increased. 

In popular thinking, the effet^ts of the tariff upon the economic develop- 
ment of the country have been grossly exaggerated; both the desirable and 
undesirable effects have never been so great as the advocates or opponents 
of protectionism have been wont to claim. One reason for this is the pro- 
longed partisan discussion of the issue which led to extreme claims on both 
sides and the very complicated character of the problem which made 
clear-cut disproof of these claims most difficult. Further, the general public 
has shown neither willingness nor ability to analyze the facts or apply the 
economic principles involved to test these claims. This only illustrates once 
more the universal tendency of people to seek or accept the simplest 
explanation for economic phenomena, however complicated the causes 
may be in factr 

A second explanation of the exaggeration is found in the failure to realize 
that the great size of the United States, the unusual variety and richness 
of its resources, and the distance of its markets from most other countries 
inevitably greatly reduce the importance of a protectionist system. In 
such a country, no tariff could exercise the influence upon general economic 
development that would be possible in a small nation of limited resources 
in close proximity to numerous other important countries. This is only one 
illustration of the common tendency to overlook the differences created 
by these conditions when we compare our problems with those of other 
countries, particularly those in Europe. 
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The Development of Manufacturing in General. Considerable space 
has been devoted to the main trends in manufacturing and the factors 
affecting them, partly because manufacturing came to attain such impor- 
tance in the national economy and partly because they illustrate certain 
characteristics of modern industrial society which have given rise to many 
of the outstanding economic problems of today. We now I urn to a brief 
account of the actual development of manufacturing, first taking up the 
general growth, then that of certain leading branches, next the geographical 
distribution, and finally the basic factors in growth. 

The growth of manufacturing during this period is shown by the accom- 
panying table based on census returns. 

Thk Growth of Manufacturing, 1859-1939 


Year 

Number of 
eslablishmcnts, 
Ihousands 

Number of i 
wage earners, 
millions 

Gross value 
of products, 
millions 

Value added by 
manufacture, 
millions 

1859 

140 

1.3 

$ 1,885 

851 

1869 

252 

2.0 

8,385 

1,395 

1879 

253 

2.7 

5,369 

1 ,972 

1889 

355 

4.2 

9,372 

4,210 

1899 

512 

5 3 

13,000 

5,6.56 

1899 * 

204 

4 5 

11,032 

1 

4 , 646 

1909 

264 

6 2 

19,945 

8,162 

1919 

210 

8.4 

59,961 

23,735 

1929 j 

206 

8 3 

67,994 

30,. 591 

1939 1 

181 ! 

1 

7.8 

56,843 

24,682 


* Figures for this and later years exclude establishments with le-ss than $5,000 annual value of product. 


The decline in the number of factory establishments after 1909, despite 
the rapidly growing volume of output, reflects the strong trend toward 
large-scale production. The growth of manufacturing and its contribution 
to the national income are best measured by the figures showing the value 
added in manufacturing. For measuring growth, however, they need to 
be corrected for changes in the price level, and this is shown by the chart 
on page 583. It will be seen that the most rapid rate of growth occnirred 
during the two decades 1869-1889, and that the decade 1919-1929 ranked 
next in rate of growth. Measured on this basis, the output in 1929 was 
twenty-eight times as great as in 1859; on a per capita basis it was over 
seven times as great. The following decade of depression brought no ad- 
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vance, but the subsequent tremendous war effort saw the induslrial plant 
nearly doubled and the volume of output more than doubled so that it 
reached a point far exceeding anything ever known in any country. The 
preeminent position in the national economy that manufacturing attained 
as the result of its growth after 1860 
is suggested by the charts on pages 
596 and 890. 

The Leading Manufacturing In- 
dustries. Measured by the value 
added in manufacturing, the leading 
groups of industries in 1939, as classi- 
fied by the census, were in order: food 
and kindred products; iron and steel 
and their products, excluding ma- 
chinery (these two groups being far in 
the lead); machinery, except elec- 
trical; chemicals and allied products; 
textile-mill products and other fiber 
manufactures; printing, publishing, 
and allied industries; apparel and 
other finished products made from 
fabrics; and automobiles and their 
equipment. In each of these groups 
the value added was over $l billion. 

The ranking of single industries on the same basis showed the motor- 
vehicle and the steel works and rolling-mill industries far ahead of all 
others; next in order came newspaper publishing and printing, the making 
of bread and other bakery products, and the refining of petroleum. Half of 
these industries have developed almost, if not entirely, since 1860. 

Outstanding Developments in Some Leading Industries. The rapid 
growth of the basic iron and steel industry, which eventually resulted in 
an output far exceeding that of any other nation, was primarily a product 
of technological development and rich natural resources. The introduction 
of the Bessemer process in the 1860’s combined with the rich Lake Superior 
ore and excellent coking coal, made possible a cheap fonn of steel and conse- 
quently a great increase in demand. Soon the basic open-hearth process 
enabled the industry to use ore with higher phosphorous content and also 
scrap, and today nine-tenths of the steel is made by this process. A feature 
of recent decades has been the development of numerous ferroalloys, which 
substantially increased the uses for steel. Few industries made greater 
progress in introducing laborsaving machinery: the blast furnace output 
per man in 1919 was thirty times that in 1850; in 1929, the output of steel- 
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mill products was over fifty times that in 1869, but the number of wage 
earners was only ten times greater and their hours of work were shorter. 
It was such progress that enabled the industry after about 1896 to compete 
with its less highly finished products in the world markets. The marked 
trend toward large-scale production and integration placed most of the 
output of the cruder products in the hands of a few concerns, though the 
proportion controlled by the U.S. Steel Corporation fell to around two- 
fifths or about a third below that in 1901. The center of the industry shifted 
westward, and there was a rapid growth in the region bordering on the 
Great Lakes between Chicago and Buffalo. 

Textile industries as a group enjoyed a considerable growth during this 
period, though there was much variation as between different branches. 
The cotton-manufacturing branch not only retained its preeminent position 
but greatly increased its lead over the wool-manufacturing branch and by 
1939 attained a value added in manufacturing of $572 million, which was 
double that of the latter. A feature of the period starting in the 1880’s was 
the rapid expansion of cotton mills in the South, chiefly in the Carolinas, 
and concentrating on the cheaper grades of goods. This growth was based 
largely on abundant water power, cheap labor, and proximity to the raw 
material. Cotton goods were the only textile products of importance in the 
export trade, and cotton made up three-quarters of the quantity of all 
fibers consumed in textile mills. Though second in rank, the manufacture 
of wool textiles, facing the competition of cheaper fibers, advanced much 
less rapidly. Most of the growth was in the output of worsted goods, a line 
just starting in 1860 but now using three or four times the wool used in 
woolen goods, where there was little gain. 

After 1860, the manufacture of silk grew more rapidly than any other 
branch of the textile industries until the recent meteoric rise of the rayon 
industry. Its growth was largely based on the introduction of machine 
methods and the aid of high tariff duties. Pi'ofessor Taussig inclined to the 
belief that the conditions in the industry at this period afford a case where 
the infant-industry argument for protection was applicable. Yet here, as 
with other textiles, the finer goods requiring relatively more hand labor 
continued to be imported. The industry has remained highly localized in 
the states from Connecticut to Pennsylvania. Almost equaling its rate of 
growth was the manufacture of knit goods, originally chiefly devoted to 
underwear and hosiery. Recently there has been a marked development of 
various products for outerwear as well. Cotton constitutes most of the 
fiber used, though silk and of late rayon have risen in favor. Production is 
concentrated largely in New York and Pennsylvania, but numerous mills 
are now found in the South and in Wisconsin and Minnesota. Barely started 
in 1909, the manufacture of rayon experienced a spectacular rise, and by 




MANUFACTURING SINCE 1860 


585 


1939 its value added in manufacturing reached $120 million or nearly three 
times that of the silk manufacture, which suffered severely from its com- 
petition. In the textile industries generally, though the scale of production 
rose, integration was not marked, nor was there any appreciable concen- 
tration of control except in the worsted and rayon branches. 

Among the manufactures of food products, the meat-packing industry 
showed a marked trend toward large-scale production, an unusual degree 
of integration, and a concentration of control over the interstate business 
in a few dominant concerns. Local slaughtering rapidly declined, and Chi- 
cago early became the center of production, though Ihere was a later 
substantial growth at Missouri River points. I'he dairy industry affords 
another example of the transfer to the factory of work forme rly done largely 
on the farm; rather similar was the striking development of the canned- 
foods industry, which was almost entirely a product of this period. The 
milling industry was marked by the trend toward large-scale production 
and a shift to the west resulting ii making Minneapolis the great flour- 
milling center, though recently there has been some dispersion to points in 
western New York, Kansas, and Texas. 

Among other industries, only a few can be mentioned where important 
developments occurred. Judged by absolute values, no industry during the 
twentieth century had a peacetime growth that could compare with the 
manufacture of motor vehicles; the output of all types rose from 22,000 
in 1904 to a peak of about 4.7 million in 1937. Cheap raw materials, machine 
methods, streamlined organization of large-scale production, and an un- 
paralleled domestic market secured world leadership. Much the same was 
true of the smaller scale development of the so-called “American special- 
ties” such as typewriters, calculating machines, sewing machines, printing 
presses, agricultural machinery, sound-reproducing machines, boot and 
shoe machinery, and a great variety of electrical machinery, all of which 
were extensively exported. The substitution of cheap woodpiilp for rags in 
the manufacture of paper after 1860, together with the continued improve- 
ment of printing presses, promoted the great expansion in the printing and 
publishing industry. Since 1860, the manufacture of clothing, first that for 
men and more recently that for women, has been shifted largely to the 
factory, though the advantages of factory methods here are not such as 
to eliminate the output of the sweatshop with its putting-out system, or 
custom work, and even some home producti(^n. 

Geographical Distribution of Manufacturing. Since 1860, the center 
of manufacturing as defined by the census has moved westward; in 1860, 
it was just east of Pittsburgh, in 1920, a little northwest of Columbus, Ohio, 
and by 1940, not far from Chicago. The great manufacturing section of the 
country is still comprised in the region east of the Mississippi and north 
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of Maryland and the Ohio River. This section turned out two-thirds of the 
value of all manufactures in 1939 as compared with nearly four-fifths in 
1860 Most of the proportion that this section lost was gained by the 
states just beyond the Mississippi, for the South and the Far West showed 
only moderate gains. Within the great manufacturing section, however, 
there were decided alterations in the relative importance of different groups 
of states. Whereas in 1860 the New England states turned out 25 per cent 
of the value of all manufactures and New York, New Jersey, and Pennsyl- 
vania 39 per cent, by 1939 their proportions had fallen to 8 and 28 per cent, 
respectively; meanwhile the proportion of the five stales north of the Ohio 
and east of the Mississippi rose from 15 to 31 ]>er cent. 

This westward trend has been due to the opening up of the West and 
the resulting increased supply of raw materials obtained there along with 
the growth of markets provided by the rising density of population. An 
analysis will show' that such manufactures as experienced a marked develop- 
ment outside the North Atlantic states were usually lines where nearness 
to raw material or to market were relatively important considerations. As a 
rule, they were not lines turning out the most highly finished products; 
such products were still more commonly made in the older manufacturing 
centers. The advantages of an early start in many lines which thr)se older 
centers enjoyed doubtless somewhat checked the decline in their relative 
importance, but the influence of this advantage will steadily decrease. 
Present tendencies indicate that the region between western Pennsylvania 
and the Missouri River is likely to remain the greatest manufacturing 
section of the country, though the most concentrated development con- 
tinues to be found in the North Atlantic stales. A substantial relative 
growth may occur in the South and on the Pacific coast. The Second World 
War has given this an impetus. Also, as industries expand their use of im- 
ported bulky raw materials, growth along coastal regions will be promoted. 

The Main Factors in the Growth of Manufacturing. In 1860, the 
United States was still relatively backward in manufacturing. Today its 
output of manufactured products is vastly greater than that of any other 
nation; it imports only a small fraction of its consumption of such products 
and it exports much more than it imports, so that as regards manufactures 
it has become self-sufficient to an unusual degree. It remains to analyze 
the basic factors responsible for this remarkable growth, and this must 
rest on a study of the main factors affecting costs of production. 

Previous to 1860, the chief comparative advantage enjoyed by American 
manufacturers had been the low cost of raw materials while the chief dis- 
advantages under which they labored had been the high cost of labor and 
of capital. After 1860, the available supply of raw materials was greatly 
increased, both in quantity and variety, by the opening up of new sources 
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through discovery, improved methods of extraction or use, and cheaper 
transport. Though a less important factor than in earlier times, this ad- 
vantage still continues to be a basic element in the success of many lines 
of manufacturing. Yet we must recognize that,, because of the depletion 
of our exhaustible natural resources and the competition of newly developed 
resources in other lands, the time will come — in fact, already has come in 
certain cases — when for some manufactures this advantage will disappear. 

The scarcity of labor, particularly skilled labor, which had previously 
been the most serious disadvantage, still remained such throughout this 
period. Despite the rising influx of immigrants down to 1?14 and the con- 
stant flow of workers from the farms to the iudust rial centers, the demand 
rose so that labor continued to be scarce r'dative to near’y every <jther 
country. Wages were kept at a high level and, although high wages per 
hour or per day do not necessarily mean a high labor cost per unit of 
product, since they may be offset by greater eflidency, such is not com- 
monly the case. To this day, the high cost ot labor T*pmains the most serious 
general disadvantage in the ilevelopment of aich lines of manufacturing 
as have to face foreign competition. It was by getting around this disad- 
vantage through the introduction of a more eflicient substitute for labor 
in the form of capital — the laboisaving machine— that much of the indus- 
trial development of this period was made possible. 

The substitution of machinery for labor greatly increased the amount of 
capital employed, and in this country the cost of capital in the form of 
interest had also been relatively high. During this period, however, the 
extent of this disadvantage rapidly decreased and finally disappeared. The 
rapid accumulation of domestic capital combined with the growing inflow 
from abroad steadily reduced the difference between interest rates in this 
country and in western Europe. By 1900, the difference was slight; afler 
the First World War, it may be said to have disappeared or even shifted 
in favor of the United States; the Second World War gave this country a 
decided advantage. In view of the rapidly rising use of capital as a factor 
of production, this shift from a disadvantageous to an advantageous posi- 
tion in its comparative cost was of great importance. 

Concerning the fourth factor of production, business management, lack 
of satisfactory means for measurement makes comparisons difficult, but it 
would appear that here also the United States gained a distinct advantage. 
During the nineteenth century, the unusual opportunities provided by the 
rapid growth of the country, the great freedom of individual initiative, 
and the absence of any social taboo on entering business together with the 
energy, resourcefulness, and spirit of enterprise of businessmen helped to 
develop a group of entrepreneurs which the world looked up to as leaders; 
foreigners in large numbers came to study their methods. Their willingness 
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to experiment and their development of American methods of business 
organization have been substantial factors in the growth of manufacturing. 

With the advent of machine methods involving large-scale production 
to secure efficiency, a large market became essential to success, as it had 
not been in the pre-factory period. Hence the importance of the fact that 
during this period, as far as the domestic market is concerned, the American 
manufacturer secured the advantage of the greatest market in the world. 
This was a product both of the increase of population and of the growth in 
per capita income. Since it was in mass-production industries that the 
country scored its greatest successes, the availability of this large market 
helps to explain those successes. 

However, manufacturers are not in most cases limited to domestic 
markets. Lowered transport costs also widened the accessible world 
markets, but they gave easier access to both the Americjan and other 
world markets to foreign competitors as well. In the United States, the 
policy of high protection since 1865 has tended to retain the growing 
domestic market for American manufactures; similarly the geneial reaction 
toward protectionism in other countries has helped to keep their markets 
for their own producers. Also our geographical distance from competing 
manufacturing countries, not to mention the distance from the seaports 
to the inland markets, has provided added protection for our manufac- 
turers. Thus, although the domestic market may not be the only accessible 
market, it has been decidedly the most important one, generally speaking, 
at least in the case of the United States. 

The preceding analysis of comparative costs applies only to lines of manu- 
facturing whose products entered into international trade. But the lowered 
cost of transport and other developments of the period, despite trade 
barriers, greatly increased the number of such products. Had conditions 
remained as they were around 1800, this analysis would play a far less 
significant role in explaining the growth of manufacturing. Still, many 
manufactures are of such a nature, physically or economically, that they 
have to be produced, if at all, in a place near where they are used and so do 
not enter into international trade. In the United States, the number of 
such goods is greatly increased by the size of the country and its distance 
from competing foreign manufacturers. The growth of such lines of manu- 
facturing during this period is obviously to be explained primarily by the 
increase of population and of per capita income. Though this class of manu- 
factures was doubtless considerable, it steadily declined in proportion of 
the total, owing to the widening of the market. Hence the chief explanation 
for the rapid expansion of manufacturing after 1860 is to be found in the 
changes favoring lowered costs of production described in the first part of 
the analysis. 




Chapter XXXV 

LABOR CONDITIONS SINCE 1860 


Introduction. In spite of the growth in population and other factors 
tending to increase the supply of labor, the rapid ec(''''^niic development 
of the country created a demand that fairly kept pace with the growing 
supply. In conseciuence, the relative scarcity of lalx)r that had characterized 
the country from the start continued tiiroughout this period. Of course a 
shifting number of unemployed was always to be found and in depression 
periods, as after 1929, it mounted ^o an appalling figure. Even then, legis- 
lation and the various measures fo? public relief, by checking the desperate 
struggle for jobs of those facing starvation, ^^^rovided an artificial support 
for the wage-rate structure sufficient to keep it at a level distinctly above 
that prevailing in other countries. This scarcity, as theretofore, helped to 
maintain relatively high real a.^ well as money wages, and thus a relatively 
high standard of living among the mass of the people, at least among the 
employed. 

The decline in the importance of agriculture and the rise in that of manu- 
facturing, trade, and transportation caused the growing proportion of the 
working population employed in the latter fields to be subject to the eco- 
nomic and social conditions that such work entailed. These conditions, 
especially those in manufacturing, underwent rapid changes during this 
period — sometimes for the better, sometimes for the worse. In the latter 
case, they created new problems necessitating some form of action to lessen 
the resulting evils. In time, extensive legislation was enacted to curb some 
of them. More important was the effort of the workers to improve their 
condition by united action, resulting in a great impetus to the organized 
labor movement. The issues thus created became so vital and so widespread 
as to make the labor problem one of the most serious social problems of the 
day. 

Factors Affecting the Supply of Labor. The growth of population 
through both natural increase and immigration, the basic factor in the labor 
supply, has already been described. The total number of persons fourteen 
years of age and over in the country’s labor force in 1940 was nearly 53 
million, or 52 per cent of the population of that age. In 1870, those ten 
years of age and over gainfully employed numbered over 12 million, or 44 
per cent of that age group. In this group the peak of 53.3 per cent was 
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reached in 1910, and the subsequent decline to 50 per cent in 1930 (compar- 
able figures for 1940 are not available) was due chiefly to prolonging the 
education of the young and in part to retirement, either voluntary or en- 
forced, among the old. The decline would have been greater but for the 
rise in the percentage of all females in the age group that was employed. 


MALE FEMALE 



L- 1 = 1 Million 

-Total population 
m* Population gainfully employed 

Fig. 51. Total population and population gainfully employed by sex and age groups, 19.30. 

The changes in the proportion of the population that was employed are a 
product of various factors. The general spirit of work characteristic of 
Americans in the past seems to have continued without much change until 
rather recently. There are now signs that among the well to do it has some- 
what abated, the exception being the larger proportion of young women 
seeking a career. In this group today more are content to retire at an earlier 
age than formerly, others take more time off for recreation, travel, and rest, 
or for devotion to philanthropic and social activities. However the group 
thus affected is still extremely small. That a similar tendency toward earlier 
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retirement among the masses will result from the spread of private retire- 
ment pensions and the recent social security legislation is obvious. 

More important is the decline in the proportion of children found among 
the employed. The peak in the absolute number of gainfully employed 
children from ten to fifteen years of age was reached in 1910 when there 
were nearly 2 million, or a fifth of the total population of that age. In 1940, 
there were only 250,000 in the labor force who were fourteen or fifteen years 
of age, or 5 per cent of that age group, and the number below that age was 
so small that the census omitted their enumeration. Over half of these were 
employed in agriculture, mostly on the home farm. Were comparable 
figures available, they would also shf)w a dfcline in the proportion of those 
employed in the age group just above fifleeji years, though it would be 
less marked, especially as the high-school age is passed. This trend is a 
product of the prolongation of the period of education aided by child-labor 
legislation. 

k yet more important change, b it one tending *o increase the proportion 
of the gainfully employed, has been the entiance of women into numerous 
t>pes of work that formerly either did not exist or were not generally open 
lo them. Out of 534 occupations listed in the Census of 1930 there were 
only 30 in which there were no women. Of the total of nearly 13 million 
females in the labor force in 1940, a quarter were in clerical, sales, or 
kindred work, a sixth in dome^stic service, and about an eighth each in 
manufacturing as operatives and in professional or semi professional work. 
By the close of the Second World War the number employed had risen lo 
about 19 million, though it dropped to 17 million in 1947. This group then 
made up 28 per cent of the working force as compared with 18 per cent 
in 1900. In many cases, this trend simply meant that more women worked 
for pay outside of the house instead of working for nothing about the house. 
By 1948, it was estimated that there were more married than single women 
in the country’s labor force owing to an increase of 50 per cent in the number 
of working wives since 1940. Husbands were the sole earners in only three- 
fifths of the husband-and-wife households. The census does not classify 
women working in the home among the “gainfully employed,” and the 
services thus rendered are not usually included in the estimates of national 
income, yet the large contribution of this group to that income should not 
be overlooked. In 1940, 29 million were doing housework in their own 
home and Dr. Kuznets estimated the housewives’ contribution to the 
national income in 1929 as equal to some $23 billion or over one-quarter 
of the total. 

The rapidity of the shift of women to gainful occupations is reflected by 
the fact that in 1880 only 14.7 per cent of all females ten years of age and 
over were so engaged, but in 1940 over 25 per cent of those fourteen and 



592 


END OF THE FRONTIER; RISE OF CAPITALISM 


over were classed among the labor force. During this period, the proportion 
of males ten years of age and over (fourteen and over in 1940) reported as 
gainfully employed remained practically unchanged at about 79 per cent 
of the total. As a result, the rate of increase in the number of women gain- 
fully employed during this period was about twice that among the men. 
The chart on page 590 shows by age and sex groups how the total gainfully 
employed portion of the population was constituted in 1930. 

The opening of many new lines of work for women has been of great 
importance both for the sex and for society as a whole. For the sex, it has 
provided vastly better opportunities to secure economic independence or 
to contribute to the family income, and with these have come greater free- 
dom in every way and increased chances for self-development and self- 
expression. In short, it has helped to broaden and enrich the whole life 
of the sex. For society it has meant a greater use, at least outside the home, 
of all the potential capacities of women, social as well as economic, for 
contributing to the life of the nation, so many of which remained undevel- 
oped or wasted in a society that so narrowly circumscribed the activities 
of the sex as did that of most of the nineteenth century. 

The labor supply is determined not only by the number of workers but 
also by the hours of work per year, the intensity, and the quality of the 
work. The changes in the length of the working day will be discussed in 
more detail later. Here it will suffice to note that there was a general 
tendency to shorten the working day in practically all lines of activity. 
Perhaps as nearly accu|’ate a general statement as can be made would be 
that, in 1860, the average working day was slightly over 11 hours; by 1890, 
it had been reduced to about 10 hours and by 1930 to around 8 hours. The 
following depression brought a sharp decline followed by some increase 
and the Census of 1940, the first to cover a broad range, showed that half 
of the employed worked 40 hours or less per week or less than 7 per day for 
a 6-day week. Besides the reduction in daily hours there has been that in 
the number of days per week or per year. One day of rest in seven has 
become general, a half day off on Saturday is given in a growing number of 
occupations, and a few trades have a 5-day week. In the course of the year, 
more holidays and the rapidly growing practice of granting a week or two 
for vacation, often with pay, have fiurther increased the free time of 
workers. Unfortunately, too, working hours have been reduced by the 
growth of strikes or lockouts, and the loss through unemployment during 
depressions has been great. 

It must not be assumed that the reduction in the hours of labor has 
necessarily decreased the amount of work accomplished; indeed, up to a 
certain point, it has often had the opposite effect. Along with this reduction, 
in part a cause of it, has come a decided increase in the intensity and speed 
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of work. Chiefly responsible for this is the greater use of power-driven 
machinery, itself tireless but setting the pace for the worker. Many other 
developments such as specialization and the devices of scientific manage- 
ment have also tended to eliminate the more leisurely pace of the business 
world of a century ago and have reacted upon executives as well as on the 
wage earners in all lines of work. In cases, this has been partly counter- 
acted by the policy of restricting output adopted by certain trade-unions. 
The strain of the modern pace would make the long hours of earlier genera- 
tions impossible in many fields of work. Yet the output per worker has 
generally increased, and the worker himself has far moio free time for such 
use as he chooses to make of it. 

The supply of labor is also affected bv its quality: the skill, intelligence, 
and other traits that the worker applies to his task. First, however, it 
should be noted that many tasks formerly involving considerable manual 
skill and dexterity and even purely mental effort are now performed by 
machines the guidance of which may require I'ttle special ability. Also 
division of labor has so simplified many j( bs that only a brief period of 
training is required to attain proficiency. The comparative scarcity of 
skilled craftsmen in the country has made these changes most advan- 
tageous. 

Yet there still remained numerous crafts where skill was required and 
in many lines of work, notably the professions, much more training than 
ever before became necessary. On the whole, this need was met with better 
success than ever. Training for the crafts was still generally provided by a 
period of apprenticeship though, outside of a few trades where the unions 
were strong and set up definite standards, this tended to become informal 
in character and of uncertain duration. Of late, more attention has been 
given to the training of workers by employers and by provision of trade 
and technical schools. In many crafts requiring considerable manual 
dexterity or artistic ability, the United States is still at somewhat of a dis- 
advantage relative to other countries; as far as energy, initiative, adapt- 
ability, ingenuity, and the general level of intelligence of the working class 
are concerned, the country has, if anything, an advantage over others. 

Progress in General Education. Though primarily significant for its 
general social effects and of course not confined in influence to the laboring 
class in the narrow sense of the tenn, general education is of great impor- 
tance, even from the purely economic point of view. This was a field where, 
during these years, building in the main upon foundations previously laid, 
notable progress was made. 

After 1865, there was a marked advance in teaching methods and the 
training of teachers, resulting in a rapid growth of normal schools. European 
ideas, particularly those of Pestalozzi, lYoebel, and Herbart, were studied 
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and, in more or less modified form, widely adopted. Later, the advance in 
psychology provided a sounder basis and gave a new stimulus to the study 
of pedagogy. In teaching, the old methods of simple recitation and the 
cramming of facts were increasingly displaced by methods designed to 
stimulate the students’ interest and develop his capacity for sound think- 
ing. The elementary-school curriculum was greatly broadened and the 
kindergarten was introduced, at first as a private institution, for its rapid 
spread in the public schools came after 1890. 

In secondary-school education the outstanding features during this 
period were the growth of the high school, the expansion of its cuiTiculum, 
and the provision of more specialized vocational courses. The growth of 
the public high school, which practically displaced the old academy, 
became marked only after 1880 at which date there were about 800 high 
schools in the country. Thereafter, following the general recognition of 
the need for free secondary-school education, the growth was very rapid 
and by 1940 the country had some 25,000 public high schools. Between 
1890 and 1940, the enrollment of students in the secondary grades almost 
doubled every decade, and the proportion of the total population fourteen 
to seventeen years of age attending school rose from 7 to 73 per cent. The 
old 3-year course was extended to 4 years, the curriculum was greatly 
broadened, and special schools were established for training in such lields 
as business, technology, agriculture, or domestic science. 

Almost as remarkable as the high-school growth, was that of higher 
education as represented by the colleges and universities. After about 1890, 
there was a rapid expansion of the state-supported universities, the estab- 
lishment of which had been stimulated by the Land Grant Act of 1862, 
and the private institutions received gifts on an unparalleled scale. The 
curriculum was greatly expanded, greater freedom in the choice of studies 
was permitted, and specialized courses or schools for vocational or pro- 
fessional training were extensively developed. Increasingly, training for 
the professions was postponed until after a general college education had 
been secured. The spread of coeducation, together with the growth of 
colleges for women, for the first time opened to that sex advanced educa- 
tional opportunities equal to those available to men. Mention should also 
be made of the development of extension and correspondence work, along 
with evening courses and better provision for adult education, and the 
recent rise of junior colleges. 

Though the remarkable advance in general education during this period 
cannot be accurately measured in quantitative, to say nothing of qualita- 
tive, terms, certain figures are most suggestive. Between 1870 and 1930, the 
proportion of illiterates in the population ten years of age and over was 
cut from 20 to 4.3 per cent. In 1860, the census returned 47.5 per cent of 
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the population five to twenty years of age as attending school. Up to 1900, 
the rise in this percentage was slow but by 1940 it had reached 71. The 
average number of days of schooling received by those who became twenty- 
one years of age is estimated to have risen from 434 in 1860 to 1,590 in 


Production of goods (Primary occupations) Services ( Secondary occupations) 



and services (2.77o) 


■■ mm nnnrni mm r~~:] 

Employers and Unpaid Professional Salaried Wage earners 

self-employed family persons employees (incl service 

persons workers (incl. officials) workers) 

Fig. 52. Distribution of gainful workers in various industrial divisions by class of work, 
1930. {Reproduced from W. S. Woylinsky, Labor Supply of the United States," by per- 
mission of the Committee on Social Security.) 

1930, an increase of 268 per cent. In 1890, only one in fifteen of the popula- 
tion fourteen to seventeen years of age was attending high school whereas 
by 1940 nearly three out of every four did so. As late as 1890, only one 
person out of every thirty-three among those eighteen to twenty-one years 
of age was in college; by 1940 almost one out of every six. However, since 
the great gain in secondary and higher education is relatively recent, most 
of the older generation of today have not benefited from it. In 1940, of the 
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total population twenty-five years of age and over, little more than one in 
three had finished an elementary-school course, only one in seven had com- 
pleted a high-school course, and less than one in twenty a college course. 
Back of this spread of education was the growing belief that it was essen- 
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Fig. 53. Percentage distribution of persons engaged in gainful ocjcupations, 1820-1920. 
{Based on figures of P. K. Whelpton, Journal of the American Statistical Association, 1926.) 


tial to progress, not only along economic and political lines, but for every 
phase of the social process. As this belief spread, the democratic ideal of 
greater equality of opportunity led to a growing insistence that the chance 
to secure an education, at least through high school, be made available to 
all. Finally, the rising standard of living, resulting in a broader outlook on 
life’s possibilities, created a greater and more general desire for education, 
not simply as a means toward greater success in earning a living, but also 
for the cultural values that contribute to the enduring satisfactions of life. 

Distribution of Workers by Occupations. The changes in the various 
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lines of economic activity during this period were naturally reflected in 
the occupational pursuits of the people. The distribution of all those en- 
gaged in gainful occupations at the Census of 1930 is shown on the chart 
on page 595. A second chart on page 596, based* on a slightly different classi- 
fication and not showing the class of work in each field, indicates the shifts 
during the century preceding 1920. The outstanding changes, it will be 
noted, are the decline in the proportion of the gainfully employed found in 
agriculture and the rise in the proportions found in manufacturing and in 
trade and transportation. Relatively, though not absolutely, there was also 
a marked growth in the number engaged in professional service. The Census 
of 1940, though not strictly comparable, showed 23 per cert of the em- 
ployed (except those on emergency wcrk) to be in manufacturing, 19 per 
cent in agriculture, 17 per cent in wholesale and retail trade, 9 per cent in 
personal service, 7 per cent in professional and related services, 6 per cent 
in transportation and communication, and the remainder scattered. 

For various purposes, it is also desirable to Jassffy the gainfully employed 
on a basis indicating the class of work performed and the economic status 
of the different groups. For 1930, this is shown in part on the chart on 
page 595. Since it p^o^’ides a comparison covering most of this period, a 
classification made by Professor Hansen is given in the accompanying table. 

Occupational Distbibution of the Gainfully Employed, 1870-1940 


Perc;entagc of total gainfully 
employed * 



1870 

1900 

1920 

1940 

Farm laborers 

23.1 

l.'S 2 

10.0 

6.9 

Farmer.s. 

21.0 

19 8 

15.5 

10.5 

rVoprietors and officials 

4 6 

6 2 

7 6 

8.3 

Professional 

3 3 

,5 1 

6.6 

8.8 

I^wer salaried . 

2 5 

4 6 

9 6 

15.9 

Servants 

7.8 

r>.o 

3.1 

5.6 

Industrial wage earners 

26.6 

,3,'>.3 

42.4 

39.3 

Unelassilie<l 

8.1 

8.5 

5 1 

1 

4.7 

Total absolute nuinber, million 

12.. 5 

29 0 

41.6 

50.7 


♦See artiolea in Journal of the Amencan Statistical Association, December, 1920; December, 1922; and 
December, 1944. The first gives an explanation of the basis of classification; the last, by T. M. Sogge, applies 
it to returns of the Census of 1940, which covers the "labor force” rather than the “gainfully employed." 
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The outstanding trends shown are the decline in the proportion of 
farmers and farm laborers and the increase in that of industrial wage 
earners. Among the smaller groups, the greatest change is the growth of 
the lower salaried class which reflects the rise of occupations where the 
work is less purely manual in character. The growth in the proportion of 
the class of proprietors and oflicials suggests that outside of agriculture 
the opportunities for securing independent or responsible positions were 
increasing rather than declining, as is so often assumed. Particularly sig- 
nificant is the fact that in 1940 there was more than one individual who 
was in a position of relative independence as an entrepreneur, official, or 
professional person for every three who were in subordinate positions as 
wage earners or among the lower salaried class; the latter group was by 
no means so large a proportion of the total as is commonly believed. 

To provide a somewhat different classification, the analysis of the census 
figures for 1910 and 1940 made by Dr. A. M. Edwards will prove instruc- 
tive (see the accompanying table). 


Social-Economic Groups Gainfully Employed 



Per cent of total 


1910 

1940 

Professional persona i 

4.4 

6 5 

Proprietors, managers, and officials 

23 0 

17 8 

Farmers (owners and tenants) 

16 r> 

10 1 

Wholesale and retail dealers 

3.3 

3.9 

Other proprietors, managers, and officials .... 

3 2 

3.7 

Clerks and kindred workers 

10 2 

17.2 

Skilled workers and foremen 

11 7 

11.7 

Semiskilled workers 

14 7 

21.0 

In manufacturing. 

9 8 

♦ 

Fllsewhere 

4 9 

♦ 

Unskilled workers. 

36 0 

25.9 

Farm laborers 

14 5 

7 1 

Other laborers . 

14.7 

1 10.7 

Servant classt*s 

6 8 

8 0 


* Comparable figures not available. 1940 figures relate to those in the “labor force,” except new workers. 

As here classified, independent entrepreneurs, officials, and professional 
people made up a quarter of all the gainfully employed in 1940, though 
two-fifths of this group was engaged in farming. Unskilled workers consti- 
tuted only a slightly larger proportion in 1940 and showed a marked decline 
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since 1910. On the other hand, each of the three intermediate groups of 
semiskilled, skilled, and clerical workers, especially the last, increased in 
relative size and together embraced half the total in 1940. These changes 
reflect the very significant tendency to reduce the amount of unskilled 
work required and a widespread move on the part of workers out of the 
lowest group into one of the generally better paid occupations among the 
intermediate group. By 1940, therefore, the great bulk of the gainfully 
employed was to be found in this intermediate group; the remainder was 
almost equally divided between the unskilled laborers at the bottom and 
the self-employed or managerial group at the top. 

So much attention has been devoted lo what is called Ihe “struggle” 
between labor and capital that it is desirable to see what light these tables 
throw on the relative size of these two groups. A hard and fast line sharply 
differentiating the two groups from one another or from those outside either 
group who may be said to make up the general public cannot be drawn. 
Both economic status and conflic ts of economic interest need to be con- 
sidered. Probably the group of industrial wage earners is the only important 
one in which, as a whole, the economic reactions are those of labor in oppo- 
sition lo what is called “capital.” Only a portion among the groups of 
farm laborers, servants, or lower salaried “white-collar” class finds itself 
in direct conflict with capital. The only group that as a whole reflects the 
interests of capital is that made up of proprietors and officials, though 
there would be exceptions even here. Probably the great majority of the 
five groups listed under the headings of farmers, farm laborers, professional, 
lower salaried, and servants have economic positions and interests that 
differ in greater or less degree from those of either labor or capital and may 
be said to constitute the general public. Thus a very rough guess would be 
that labor makes up something less than half the gainfully employed, that 
capital is represented by less than a twelfth, and that over two-fifths fall 
outside of either group and make up what may be called the “general 
public.” 

Far too frequently, current discussion assumes there are but two eco- 
nomic groups, labor and capital, and that the lines between them are 
sharply drawn and their interests always opposed. First, this assumption 
exaggerates the degree of homogeneity and unity of interests that exists 
among each of these two groups; labor has its aristocracy as well as capital, 
and numerous conflicts arise within each group. Second, the existence of 
this large third group is of the greatest social importance. It is a mediating 
factor in our political, economic, and social life between the opposing forces 
of labor and capital and, as such, it tends to lessen the sharpness of conflict, 
to give greater stability to the social order, and, even if slowly, to further 
social progress. 
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But this very fact makes it important to note that this third group 
making up the general public is declining in relative importance. This is 
due primarily to the shift from an agricultural to an industrial country. 
With the check upon the expansion of agriculture following the disappear- 
ance of free fertile land, the decline in the relative importance of the farm- 
ing population, which constituted the largest element in this third group, 
will probably proceed at a more rapid pace. Thus, in spite of some minor 
counteracting tendencies, we may expect that in the future a growing 
proportion of the population will be found in the groups of labor and 
capital, tending to broaden and to accentuate such conflicts of interest 
as arise between the two and to weaken the stabilizing influence of the 
third group. But, for the present, this third group still constitutes a factor 
the significance of which should not be overlooked. 

The Trend of Wages. As to the changes during Ihis period in the eco- 
nomic conditions affecting the laboring class, those in wages may well be 
considered first. The chart on page 601 giving an index number for weekly 
money wages and real wages (thus eliminating the effect of shortening the 
daily hours) provides a summary view of the general trends. 

The rise in money wages starting in 1862 continued up to 1870 when the 
level was about 80 per cent above that in 1860. Except for moderate declines 
after the panics of 1873 and 1893, wages remained only a little below this 
level for the rest of the century. Between 1900 and 1914, wages increased a 
third to a level more than double that of 1860. Again the effects of war 
intervened to boost wages, and by 1920 they were more than twice as high 
as in 1914. Again, too, just as after the Civil War and to an even greater 
extent, this sudden gain was substantially retained; in fact it was soon 
exceeded, and before 1930 the weekly money wage was more than five 
times that in 1860. Moreover, the loss after 1930 had been more than made 
up by 1940. How much of the great gain secured during and just after the 
Second World War, to be described later, can be retained remains to be seen. 

In the case of farm labor, wages followed the general trend. In 1860, 
male farm labor was getting about $10 a month with board, and the small 
group hired by the day received from 90 cents to $1 outside the harvest 
season. By the latter part of the century, the monthly rate ranged between 
%12 and $14, then rose to $22 in 1914, and to $52 in 1920. A drastic cut 
during the depression reduced the rate to $18 in 1933, but it recovered to 
$28 by 1940 and by 1943 the war had raised it well above the 1920 peak. 
The day rate without board was almost $1.50 in 1914 and only a little 
higher in 1940. There were marked sectional variations, the highest wages 
prevailed in the Far West and the lowest, a half to a third of the former, 
in the South. 

Outside of agriculture, common laborers were getting about $6 a week 
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and artisans not quite twice that in 1860. By 1880, after the postwar re- 
adjustments, common labor was receiving around $7.50 and artisans $15 a 
week, and there was only a slight advance up to 1900. The following sharp 
rise, greatly accentuated by the effects of the war, brought the pay of 
common labor to some $27 a week in 1920 and that of artisans to around 



Fig. 54. Index of weekly money wages and of real wages, 1820-1923. 1913 = 100. {Based 
on figures of A. II. Hansen^ The American Economic RevieWy 1925.) 

$43. By 1930, a small additional gain had been secured and the loss during 
the subsequent depression had been more than recovered before the next 
war brought another spectacular rise. The much greater absolute increase 
in the wages of artisans than of common labor since 1860 may be attributed 
chiefly to more effective organization and probably in part to a faster 
growing demand. Hourly wage rates, as shown on the chart on page 602, 
for those outside of agriculture rose more rapidly than weekly wages 
because of the reduction in hours of work per week. 

However, his real wages — ^what his money wages will buy — are of pri- 
mary concern to the worker. The course of real weekly wages during most 
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of this period is shown on the chart on page 601.^ It will be seen that the 
greatest gains were made during periods when the general price level was 
falling, as between 1865 and 1897 and again after 1920; the chief losses 
occurred in periods of rapidly advancing prices, as during the Civil War 
and the First World War. But it is also to be remembered that these changes 
were modified by greater employment in times of rising prices and more 
unemployment when prices were rapidly falling. Between 1860 and 1900, 
weekly real wages were almost doubled ; in the next two decades of rapidly 



Fig. 55. Index number of average hourly wage rates, exclusive of agruuilture, by decades. 
1840 = 100. {From Nalional Industrial Conference Board, Studies in Enterprise and 
Social Progress."') 

rising prices, they remained almost stationary, though many secured a 
substantial reduction in the weekly hours of work. The decade of the 1920’s 
brought an increase of over one-quarter so that by 1930 the level was more 
than twice that prevailing just before 1860. The subsequent depression 
brought a substantial decline and unemployment for an unpredecented 
number, yet by 1940 the real weekly wage of those fully employed had 
somewhat more than recovered the loss. The war then raised the level to 
much the highest point in history, and by 1947 it was about double that in 
1913. 

, When it is remembered that the great gain in real wages since 1860 was 
secured along with a very substantial reduction in the hours of work, the 
result can well be considered one of the greatest contributions of the evolv- 
ing economic order to the well-being of the people. Unfortunately, it must 
be added that, despite this gain, which was substantially augmented by 

' Data for a really comprehensive and satisfactory index are lacking. For other indices, 
see H. G. Moulton, “Incx)me and Economic Progress,” p. 181, Washington, 1940, and 
R. S. Tucker, in Barron’s The National Financial Weekly, Oct. 23, 1933. 
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free governmental contributions of goods and services, a great many 
families were still living at a level below what is now considered a health 
and decency standard. This arbitrary standard, however, is much higher 
than would have been set in 1860. 

The Hours of Labor. In 1860, the length of the typical working day 
was probably over 11 hours; that of the working week may well have been 
nearly 70 hours. Organized labor, still struggling to secure a 10-hour day, 
had met with very limited success; the ineffective legislative restrictions 
had accomplished little. After 1865, nevertheless, organized labor began 
to demand an 8-hour day, and in 1868, Congress passea u rather ineffective 
law establishing this for government employees. Amendments in 1892 and 
1912 greatly strengthened the law and extended it to co^er workers em- 
ployed on most government contracts. An active campaign in the 1880’s 
enabled a few crafts to obtain the 8-hour day, but in 1890 most unionized 
factory workers had a 9-hour day, while 10 hours was typical in most 
occupations along with a 58- to 60-hour week. It required the combined 
efforts of many groups for the next 30 years to reduce the typical working 
day to between 8 and 9 hours. 

Thanks to rapid progress in unionization, some aid from legislation, and 
rising prosperity, after 1897 enough gains were secured so that by 1914 
the typical working week was about 5 hours shorter than in 1890. The 
following war years brought a more rapid advance. The Democratic admin- 
istration was favorable to labor; union membership quickly mounted, and 
the basic 8-hour day, applied to the railroads in 1916 and later to workers 
on the vast government war contracts, tended to become the standard in a 
wide range of occupations. The reduction in the field of manufacturing was 
especially noteworthy; in 1909, only 8 per cent of the wage earners there 
worked 48 hours or less per week; nearly 40 per cent worked 60 or more. 
In 1919, the figures were 48 and 12 per cent, respectively. 

During the 1920’s, there was no marked alteration in the general situa- 
tion. The concerted drive of employers slightly reduced the proportion of 
those in manufacturing working 48 hours or less a week, but the proportion 
working 60 hours or more was cut to 7 per cent. In 1923, the great steel 
industry, which had long insisted that only a 12-hour shift was practicable 
for it, adopted an 8-hour shift for most of its employees. As organized labor 
saw its goal of an 8-hour day almost attained and in some crafts surpassed, 
it began to demand still shorter hours. In 1926, the Federation of Labor 
came out for a 5-day week, and then in 1932 for a 6-hour day and a 30-hour 
week. 

The severe and prolonged depression of the 1930’s throwing many 
millions out of work led to a general effort to spread employment by cutting 
the hours and days of work. Under the NRA codes the 40-hour week was 
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widely established, and it was generally retained even after the codes 
lapsed and the worst of the depression passed. Its continuance was further 
assured by the Fair Labor Standards Act, to be described later, under 
which the basic 40-hour week with extra pay for overtime was put into 
effect in a wide range of industries in the autumn of 1940. Moreover, the 
shorter hours secured by trade-unions or by law were by no means confined 
to those directly afiected by these two modes of action. All workers tended 
to benefit thereby, since employers in other fields were put under pressure 
to shorten the working day or face the prospect of losing their employees. 
Thus groups like farm laborers, retail-store workers, and domestic servants, 
generally lacking both unions and favorable legislation, secured a shorter 
working week, though it still remained the longest for any large groups. 
The result as shown by the (Census of 1940 was that half of all the wage and 
salary workers at work during the last week of March in that year (except 
those on public emergency work) worked 40 hours or less per week, over 
one-quarter worked from 41 to 48 hours, and less than a fifth had longer 
hours. 

Thus the typical worker had gained 25 or more hours of leisure time per 
week since just before 1860, not to mention the reduction in the years of 
his working life. This remarkable gain in leisure time must be considered 
one of the chief contributions of the period to the rising standard of living. 
How far such reductions in working hours can go and how rapidly they 
can be carried out, without reducing workers’ earnings and at the same time 
avoid an increase in production costs and thus a lowered standard of living, 
will vary with different industries and the rate of advance in technological 
and economic efficiency. It is significant that the most rapid advances in 
real weekly wages appear to have been obtained in the periods 1865-1896 
and 1920-1930 when the reduction in weekly hours of work was proceeding 
more slowly than between 1900 and 1920 or after 1930. Also there seems 
to be general agreement that there are very few occupations at present 
where a reduction of the working week below 40 hours would increase 
efficiency in production. That any very general adoption of a 30-hour week 
as a permanent standard could be made at the present time without lowering 
the standard of living, at least for a period, seems highly improbable. It 
would, therefore, have to be justified by a belief that the resulting loss 
arising from the reduction in goods and services consumed was more than 
offset by the gain in leisure time. Moreover, what that gain might be would 
depend upon the wisdom with which the leisure time was used, a problem 
concerning which the American people still have much to learn. 

The Strain of Work. Though the introduction of machinery did much 
to reduce the amount of hard physical labor performed, the tending of 
machines driven by power at a fast pace and the specialization of tasks 




LABOR CONDITIONS SINCE 1860 


605 


involving constant repetition of a given movement along with close atten- 
tion often involved a nervous as well as a muscular strain. Nor was the 
greater strain of work confined to those working on machines; with the 
increased tempo of business, it spread through nearly every occupation, 
from the purely clerical job to that of the highest executive. Greater speed 
of action was an element in the growing efficiency of the economic order. 
To make sure of this efficiency, hours of work often had to be shortened 
and retirement at an earlier age became more common. The working-man 
over forty-five found it harder to get a new job, and compulsory retirement 
at around sixty-five, from the chief executives down, Lt^oame increasingly 
frequent. 

With power-driven machinery, iiK\ came greater danger of injury and 
loss of life. Other conditions surrounding work in mines, factories, and else- 
where created new dangers to health, though in emphasizing these we 
doubtless have minimized the industrial disease? and accidents of the earlier 
age. Despite the growing safeguarcing measures, ^he annual toll of indus- 
trial accidents still remains a staggering one 

Unemployment. Although unemployment is not a new risk, the pro- 
portion of those who now have to face it is undoubtedly much larger than 
before 1860. One reasoTi for tliis is the greatly decreased proportion of 
those living on the farms, where (here was always work to be done, and 
the increase in the proportion engaged in manufacturing, mining, and other 
occupations, where the fluctuations in employment have always been more 
marked but have been further aggravated by the swings of the business 
cycle. Another cause is the great increase in the frequency of strikes and 
lockouts and the number of workers affected thereby. The annual total of 
days of work and of wages lost thereby has become an enormous figure. 

Competition and Mobility of Labor. As noted previously, competi- 
tion among workers takes two main forms: the direct competition among 
those seeking the same job and the indirect competition among the products 
of different workers selling in a given market. In both forms, competition 
became far keener than ever before during this period. Direct competition 
was increased by all the developments tending to create grejrter mobility 
of labor such as lowered costs of transportation, better means of communica- 
tion, and all the changes furthering a more efficient organization of the 
labor market, including newspaper want ads and the spread of private or 
public employment agencies. 

Though many of the customary checks on mobility still remained, they 
were less effective than formerly, and movement from one occupation to 
another or from one place to another, despite the appearance of some new 
restrictions, was easier than ever before. The latter is illustrated by the 
great rapidity of the settlement of the West, by the drift from the rural 
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districts to the cities, and by the more recent migration of Negroes from 
the South to the North. The Second World War witnessed unprecedented 
shifts, both in locations and in occupations. The increase in mobility was 
also international in scope, as was reflected in the growth of immigration, 
at least up to 1914, from countries that had contributed little or nothing 
to our population before 1860. 

Similarly, all those developments which helped to widen the markets for 
commodities and to increase the efficiency of their organization tended, 
in an even greater degree, to intensify the indirect form of competition. 
Here, too, the effects were international in scope, in fact more nearly world- 
wide than in the case of direct competition, though the use of artificial 
barriers was also more common. As never before, the competition of the 
cheap labor of the Far East as well as of Europe was felt in countries with 
higher labor costs. This was partly responsible for the first attempts to 
secure international agreements establishing a few standards as to working 
conditions. Like other groups, the working classes of this country were 
being increasingly affected by conditions in the world at large. 

The effects of these two forms of competition vary among different groups 
of workers. The chief tendency is to bring about a greater degree of stand- 
ardization of wages and working conditions; thus some may lose while 
others gain, for standardization may reduce the highest wages and raise 
the lowest. Yet the ultimate result is a net gain for both labor and society 
as a whole, since greater mobility of labor will tend to place workers where 
they are most productive, and greater mobility of commodities will promote 
their production where they can be obtained at the lowest comparative 
cost. 

Scientific Management and Personnel Administration. Early sci- 
entific management had dealt chiefly with the problem of increasing 
efficiency by standardizing processes or movements, by securing greater 
speed of work, and by the introduction of mechanical aids. The more recent 
emphasis on personnel administration stresses the study of the worker’s 
fitness for the job, his psychology, and the conditions which, by making 
him an ambitious, contented, and willing worker, tend to increase his 
efficiency. The developments in the field of psychology have contributed 
largely to the study of these problems. Job analysis and greater attention 
to vocational guidance and the selection of employees help to assure the 
allocation of workers to the tasks for which they are best fitted; together 
with the efforts to make the employee better satisfied with the conditions 
under which he works, they tend to lessen the losses arising from a heavy 
turnover of labor. 

The Laborer and Capitalistic Industry. Even under the handicraft 
organization of industry, the wage earner had been in a weak position for 
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bargaining with his employer, for he had to earn a living and seldom 
possessed appreciable savings upon which he could fall back during unem- 
ployment. Moreover, his labor was in the nature of a perishable product — a 
day’s work lost was lost forever — so that acceptance of a low wage might 
be agreed to rather than face this loss. The spread of large-scale capitalistic 
industry to so many fields of production during this period further weakened 
the bargaining position of a very large group of workers. 

Not only was the employer of a large number of workers less dependent 
on securing the services of any one worker, but he lost all personal contact 
with his labor force. The relatively close human relaliorr'^ip of former days 
was replaced by a hard, impersonal relationship such as was typical of the 
“soulless” corporation. Also, modern capitalistic industry, more keenly 
competitive than ever before, except where combinations arose, increased 
the pressure on the producer to lower his costs, including that for labor. 
Finally, the prospect of a wage earner’s eventually advancing to a position 
as an independent employer steadily dwindled in those industries where 
the size of business units increased. These developments, by creating a 
growing gap between employers and employees and accentuating their con- 
flicts in interests, led the workers to try to unite so as to improve their 
bargaining position. The history of the resulting labor movement is given 
in the following chapter. 




Chapter XXXVI 


THE LABOR MOVEMENT AND LABOR 
LEGISLATION SINCE 1860 


The Labor Movement to 1879. The rapid growth of manufacturing 
under the factory system after 1860 and the spread of capitalistic methods 
of production generally served only to confirm the conclusions that labor 
had arrived at by the 1850’s: that these new conditions were inevitable, 
that it was useless to struggle for a return of the old order, and that the 
sooner labor adopted practical measures for improving its condition under 
the new situation the better. To this task, the labor movement now turned. 
But in the years between 1865 and 1879 the difficulties of the task were 
increased by (1) the postwar readjustment problems and (2) the long 
depression after the panic of 1873. 

As the markets for more goods became national in scope, it was obvious 
that, unless the standards of pay and working conditions that labor sought 
to establish were also made national in extent, competition would tend to 
undermine them. Hence a leading feature of the labor movement of this 
period was the effort to nationalize it and particularly to establish national 
trade-unions. Between 1864 and 1873, some 26 national trade-unions were 
organized; by the latter date, their membership had risen to around 300,000. 

Most unions were formed in the more skilled trades little affected by the 
introduction of factory methods, the chief exceptions being the textile 
workers, the printers, the coopers, and the boot and shoe workers. The last 
two especially were facing the rapid introduction of machine methods at 
this time. The Knights of St. Crispin, organized by the boot and shoe 
workers in 1867, had attained 50,000 members by 1870, making it the 
largest union in the country. National unions were also formed among the 
curriers, ship carpenters, calkers, cigar makers, coach makers, tailors, 
railway conductors, locomotive engineers, telegraphers, wool hat finishers, 
hiiners, and various branches of the woodworking, iron and steel, and build- 
ing trades. Yet the national organizations were still weak, serving mainly 
as a forum for agitation, discussion of problems, and formulation of broader 
policies; the main seat of power and action remained with the locals and 
the city trade assemblies. 

Renewed attempts to secure a national organization representative of 
labor in general led to the formation of the National Labor Union in 1866, 
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Being closely associated with the 8-hour day agitation and greenbackism, 
its activities centered on legislation rather than on unionism; this led to 
the establishment of a labor lobby in Washington in 1869. A recognition 
of the international aspect of the labor movement resulted in sending a 
delegate to a European congress the same year. Absorption in political 
movements led to the disintegration of the union after 1872. 

The 8-hour movement succeeded in getting this day for Federal em- 
ployees in 1868, but the laws obtained in several states proved very ineffec- 
tive. In 1872, a great strike of the building trades in New York for the 8- 
hour day was successful, but in the succeeding gene^J depression this 
movement had a temporary setback. Various cooperative schemes were 
undertaken, especially where strikes failed, but few pro/ed successful. 
Where skilled crafts were opened to the competition of the less skilled, there 
were efforts to limit the number of apprentices and admission to the unions. 
Employers were also active in organizing to oppose the unions and, al- 
though most such associations had only a local basis and refused to recog- 
nize the unions, there were some instances of collective bargaining. The 
first national trade agreement was secured by the puddlers in 1866 and 
lasted for many years; in 1869, the anthracite miners obtained an agree- 
ment for a sliding scale of wages which continued until 1874. Other union 
activities included the accumulalion of strike and benefit funds, the intro- 
duction of the union label, and agitation for land and currency legislation. 

The prolonged depression after 1878 gave a serious setback to the labor 
mi)vement. Strikes were more numerous and on a much larger scale than 
ever before, such as those among the cigar makers, the textile operatives, 
the miners, and the railroad men; but most failed, often resulting in the 
disruption of the union. In the Pennsylvania mining region, an organization 
known as the “Molly Maguires” terrorized the section by its violent crimes 
until it was crushed in 1876 after a trial resulting in the execution of ten 
of its members. In 1877, the first great railroad strike took place, starting 
in Pittsburgh and spreading to the East and the Southwest. Being marked 
by considerable violence and much destruction of property, it led to the 
first use of Federal troops to maintain order during a strike in times of 
peace. Though the strike failed, it for the first time aroused the whole 
nation to the seriousness of the labor problem. During these years, the 
largest of the unions, that of the boot and shoe workers, nearly vanished, 
and such strength as remained in the labor movement was confined to 
local unions and the city trade assemblies. By 1878, the total union member- 
ship had fallen to around 50,000. 

Though the depression was doubtless the main cause for the decline in 
the unions’ power, this was also a product of divergent interests and internal 
dissension arising from the pursuit of different isms. An increasing propor- 
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tion of the labor leaders was drawn into the movements to prevent the 
retirement of the greenbacks and to provide cheap money in other ways, 
thus diverting their energies from business unionism to politics. Cooperative 
schemes were again taken up as a means of economic reform. The more 
radical groups turned to socialism or anarchism. These years are marked 
by the first appearance in this country of an active interest in modern 
socialism. Various radical p(3litical groups arose, the most important being 
the Socialist Labor party started in 1877. Owing to the prominence of the 
foreign-born element in the trade-unions, which had grown very rapidly 
since ISIS in such cities as New York and Chicago, many labor leaders 
were drawn into these reform movements and, by adding to the dissensions 
as to objectives and policies, further weakened the unions. 

The Labor Movement from 1880 to 1896. From the return of more 
prosperous times in 1878 until the panic of 1893, the labor movement, 
though still suffering from the dissensions of the preceding years, gathered 
new strength and shifted toward a program of pure trade-unionism of a 
militant yet opportunist type. The first task was to build up I he member- 
ship of the weakened unions and then to unite the forces of labor through 
some central organization. l''here was a renewed and more aggressive push 
to secure the 8-h()ur day, and in the resulting strife a more definite wage 
consciousness developed than had appeared theretofore. The conservative 
railroad brotherhoods, emphasizing their benefit systems, remained less 
militant than the craft unions, among which the cigar makers under the 
leadership of Samuel Compers was notably active. A new effort to unite 
the forces of labor was made in 1881 by the formation of the Federation 
of Organized Trades and Labor Unions. Though mainly supported by the 
craft unions, it was chiefly concerned with legislation and failed to accom- 
plish much. In 1886, it was merged with the new American Federation of 
Labor (the AFL), which later became the leading force in the labor move- 
ment. 

During the early 1880’s, however, the Knights of Labor suddenly rose 
to dominate the labor movement. Started in 1869 as a secret organization, 
it had barely 20,000 members a decade later. Then, having abandoned 
secrecy and perfected a national organization, its membership passed 
100,000 in 1885 and skyrocketed to over 700,000 in 1886, when the Federa- 
tion had only 138,000 members and the total union membership for the 
country was about 1,000,000, a figure not reached again until 1901. The 
underlying unit of organization of the Knights was the local assembly, 
above it came the district assembly, and at the top the general assembly. 
Though the majority of the locals consisted of craft unions, the general 
organization was not on a craft basis and a growing proportion of the 
membership was drawn from a great variety of trades and included many 




I.ABOR MOVEMENT AND LEGISLATION SINCE I860 611 


semiskilled or unskilled workers and often farmers. The resulting diversity 
of interests and lack of unity proved a serious element of weakness. Most 
of the power was lodged in the general assembly whose action often caused 
discontent among the locals. Although the program of the Knights was a 
very comprehensive one, designed to appeal to its heterogeneous member- 
ship, and included many reforms necessitating legislation, the organization 
took an aggressive part in the labor movement of the 1 880’s. 

The 3 years beginning in 1884, when there was a brief financial panic 
followed by wage cuts, were marked by numerous strikes accompanied by 
considerable violence. Success in strikes against the Gou'iJ railroads in the 
Southwest in 1885 greatly stimulated labor’s activities. The violence cul- 
minated in 1886 in Chicago where a group of strikers attacked some strike- 
breakers. When the police intervened and were attacked with stones, they 
fired, killing four and wounding many. The next day, at the close of a 
workers’ protest meeting in Haymarket Square, a bomb was hurled among 
the police who at once opened fire. The bomb out’-age was attributed to a 
group of anarchist labor leaders, four of whom were subsequently hanged 
and others imprisoned. The adequacy of the evidence and the justice of 
the convictions were always questioned, and in 1893 the governor pardoned 
the surviving prisoners. This violent culmination of the series of labor 
disputes aroused much public hostility, was a factor in the failure of many 
strikes, and gave a decided setback to the labor movement. 

After 1887, the Knights of Labor rapidly declined, owing to failure of 
many strikes and the elements of weakness in its organization. The un- 
skilled workers dropped out, many craft unions shifted to the federation, 
and the membership dropped to 100,000 in 1890. Thereafter, the farmer 
element dominated, and the Knights ceased to be a factor in the labor 
world. In the meantime the old federation of craft unions was merged in 
the new American Federation of Labor formed in 1886 with Samuel 
Gompers at its head. Its organization was on a craft basis with the national 
trade-unions, allowed considerable autonomy, as the chief constituent 
elements. Until very recently, it always included most of the total union 
membership; the conservative railroad brotherhoods and the extreme 
radicals were the chief groups that chose to remain outside. 

In the quieter years after 1886, the federation steadily built up its mem- 
bership to 260,000 in 1893. It concentrated on pure trade-union activities 
and gave less attention to labor legislation and politics. The struggle for 
the 8-hour day was continued and provetl most successful among the city 
carpenters. The growth of employers’ associations provided a basis for 
collective bargaining, and the era of trade agreements really began with 
that of the iron molders in 1891. Also some favorable legislation was secured, 
such as laws against black-listing or discrimination against union men and 
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laws promoting arbitration. But labor’s increasing activities were opposed 
by the spread of employers’ associations, the greater use of court injunc- 
tions, and resort to the conspiracy or the new antitrust laws to curb them. 

In marked contrast to similar preceding periods, most unions passed 
through the long depression after 1893 without heavy losses of members 
or serious disorganization, thus indicating the far stronger basis of the 
movement. The membership of the federation fluctuated only slightly 



Fig. 56. Membership in the American Federation of Labor since 1881. 

around 270,000. Just before the panic, however, the iron and steel workers’ 
union, the strongest in the country, suffered a disastrous blow. The loss 
of its strike at the Homestead works of the Carnegie Steel Company in 
1892, which was attended by much violence, shattered the union and, in 
this industry, over forty years passed before much power was recovered. 

As depression set in and wages began to be cut, strikes involving over 
750,000 workers occurred, but unlike most of those in the 1880’s they were 
generally defensive in character. Outstanding was the strike at the Pull- 
man Car works in Chicago in 1894, which soon spread to the railroads 
entering that city. Eugene Debs, who had just organized the American 
Railway Union, distinct from and rather opposed to the older railroad 
brotherhoods, became the leader. When a large amount of property had 
been destroyed and Chicago was nearly cut off from access to the outside. 
President Cleveland ordered out Federal troops. Debs and others were 
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arrested, and the strike eventually collapsed. A big strike by the United 
Mine Workers also failed, and numerous others met a similar fate. As usual, 
this led many workers to turn to political action to secure reforms through 
legislation; even the Federation of Labor showed greater interest in such 
measures, though it generally refused to engage directly in politics. Many 
workers, especially those among the left-wing groups, became active in 
the Populist or other radical party movements reflecting the social unrest 
of these years. 

The Labor Movement from 1897 to 1917. The period from 1897 to 
1917 was one of fairly general prosperity with only minor setbacks, and 
under this favorable condition the labor movement made such progress 
that this has been considered the flowering of the modern period in Amer- 
ican trade-unionism. The total membership in all unions, which had fallen 
to less than 450,000 in 1897, rose to about 3,100,000 in 1917. That in the 
federation rose from 272,000 in 1897 to nearly 1,700,000 in 1904 and, after 
remaining almost stationary for 6 years, jumped U 2,500,000 in 1917. The 
chief gains were made in the building trades and among the railroad 
workers, the miners, and the printers; in fact, nearly half the total union 
membership was in the transportation and building groups, the rest, outside 
the miners, being widely scattered. Union members made up the highest 
proportion of the workers in the coal, glass, and stone industries. Though 
unions outside the federation had about 40 per cent of the total union 
membership in 1897, this had fallen to 24 per cent in 1901 and to 20 per 
cent by 1917, thus reflecting the growing predominance of the federation in 
the labor movement. 

The railroad brotherhoods held aloof from the federation, and the radical 
elements developed several independent organizations. Most prominent 
among the latter was the Industrial Workers of the World (the IWW), 
formed in 1905. Disregarding craft lines, it sought to include all workers 
in an industry and favored direct action. Originally most active in the 
West, it included the Western Federation of Miners organized in 1893 on 
an industrial basis. It was seriously weakened when they seceded in 1907 
and later joined the federation. It was also active in the Western lumber 
industry and subsequently in the textile industry of the East. Its member- 
ship was subject to marked fluctuations and probably never rose above the 
30,000 reached in 1912; but the radical policies adopted and the violence 
attending its strikes aroused a none too scrupulous opposition which, com- 
bined with its lack of strength, resulted in many failures, so that after 
1920 it practically vanished. 

During these years, the Federation of Labor and its affiliated unions were 
actively pushing their business-unionism programs. The rising cost of 
living led to numerous strikes for higher wages which were fairly successful. 




614 


END OF THE FRONTIER; RISE OF CAPITALISM 


By 1900, the 8-hour day generally prevailed in the building trades, coal 
mining, and granite cutting, and in 1907 was secured by the printers. 
Between 1898 and 1902, a number of important trade agreements were 
secured, but the success of the great anthracite coal strike in the latter 
year so alarmed employers that a more belligerent attitude was assumed, 
and several organizations were formed primarily to oppose labor’s demands. 

The greater strength obtainable by organizing all classes of workers in 
an industry and the resulting reduction of the weakening jiu*isdictional 
disputes led to some shift toward industrial unionism. This was most 
marked in the more radical unions, but even the federation, traditionally 
opposed to it, felt it wise to make some concessions. The brewers* uni(3n 
became the first prominent industrial union in the federation; much the 
most important subsequently was the United Mine Workers which, under 
the leadership of John Mitchell, rose to great power after about 1900. In 
some industries, greater unity among the crafts was secured through local 
building trades* councils or amalgamated craft unions. 

Though the federation relied chiefly on the tactics of business-unionism, 
the growing strength of the opposition and the difficulty in securing certain 
reforms without legislation forced it to pay more attention to political 
action. This became noticeable after 1 906 when a bill of grievances demand- 
ing legislation was presented to Congress and received scant attention. 
Though always opposed to forming a separate political party, the federation 
then began to advocate throwing the labor vote to the candidates most 
willing to support its demands. When the Democrats, who were generally 
supported by organized labor, came into control under President Wilson 
in 1913, more favorable legislation than ever before was secured. The 
Department of Labor was created in 1888, and its head was given a separate 
seat in the Cabinet in 1913. Certain provisions of the Clayton Act of 1914, 
designed to limit the use of injunctions and the application of antitrust 
laws in labor cases, were considered a great victory, though they subse- 
quently proved largely abortive. Other laws provided better protection 
for seamen and the basic 8-hour day on the railroads. The more radical 
groups, seldom able to agree among themselves, supported labor or socialist 
parties that accomplished little, though the socialists polled 900,000 votes 
in the 1912 election. 

The Labor Movement from 1917 to 1933. During the First World 
War, the cutting off of immigration, the drafting of men into the armed 
services, and the abnormal demand for workers put labor in an exception- 
ally strong strategic position. The governmental measures for dealing with 
the labor situation will be described in the chapter devoted to the war, here 
it will suffice to note the chief gains made by labor during these years. 
Since resort to conscription of workers was lacking, it was necessary to try 
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to prevent loss of labor power through strikes and otherwise by making 
the conditions of work fairly acceptable. A sort of armistice in the struggle 
between laborers and employers was accepted, the use of strikes was greatly 
curtailed in favor of conciliation or arbitration,, and unions were left free 
to organize. The result was an unprecedented growth in membership; that 
of the federation rose to 4.15 million by 1920 and the total for all unions 
to 5.11 million.^ 

There was a notable extension of unionism among the semiskilled or 
unskilled workers in several industries where unions had possessed little or 
no strength, such as the textile, packing, metal, and clolhi'^g industries and 
among the seamen, longshoremen, and certain groups of railway employees. 
Unusual progress was made in bringing women into the un‘ons, especially 
among the clothing, textile, and packing-house workers, railway clerks, and 
telephone operators, so that by 1920 there were nearly 400,000 female 
members of the unions — over five times the number in 1910. Two-fifths of 
this total was made up of garment workers, and the clothing industry had 
the highest percentage of organized female workers, followed by the leather 
industry and printing and publishing. 

Though wage rates seldom kept pace with the rising cost of living outside 
the occupations where the shortage of labor was most acute, constant em- 
ployment and a heavy premium for overtime enabled many workers outside 
the white-collar class to fare better than ever before. Progress was made in 
securing a shorter basic working day which, where overtime was frequent, 
brought a high take-home pay. Standardization of working conditions was 
advanced, the closed shop was extended, and the unions became more 
firmly entrenched than ever before. 

The strength of this abnormal wartime growth was tested, following the 
reaction in 1920, Employers’ organizations launched an extensive campaign 
to regain some of the ground lost during the war, recovery of the open shop 
being especially stressed. Defensive strikes were frequent but seldom suc- 
ceeded and, among the newer unions, often destroyed them. By 1923, the 
total union membership had fallen to less than 3.7 million of which nearly 
3 million belonged to the 108 unions affiliated with the federation. The 
heaviest losses occurred in the metal and transportation unions; in the 
textile and packing industries, all the recent gains vanished. Among the 
newer unions, those in the clothing industry were most successful in holding 
their own, and the older craft unions suffered relatively little. Despite the 
setback, unionism remained much stronger than before the war. 

In the relatively prosperous years that followed up to 1929, however, 
total union membership declined some 300,000. The chief gains were among 
the building and public service workers, but they were more than offset 

' About 230,000 of these were members of international unions living in Canada. 
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by losses among the soft-coal, clothing, and metal workers. The new high 
level of real wages resulting from the postwar readjustment tended to 
lessen discontent among the workers as did also the various welfare meas- 
ures which employers were rapidly introducing at this time along with 
their promotion of company unions, membership in which rose from 700,000 
in 1922 to 1,500,000 in 1928. Together with the continued antiunion activity 
on the part of employers and various unfavorable court proceedings, this 
resulted in modifying the aggressiveness of the labor movement; between 
1926 and 1930, the number of strikes fell to the lowest level since the early 
1880’s. 

This trend of affairs produced growing dissatisfaction and dissension 
among the union ranks. The younger and more radical groups felt that the 
federation leadership had become too capitalistically minded, unaggressive, 
and lacking in effort to organize the semiskilled or unskilled workers, espe- 
cially those in the mass-production industries. They demanded that the 
unions be organized on an industrial basis and believed that the jealousies 
of the dominant craft unions blocked such action. To promote the desired 
changes in policy, they resorted to the practice of boring from within, 
whereupon the federation sought to expel its communist members who 
then tried to set up rival unions of their own, but constantly fell out among 
themselves and so accomplished little. The socialists were not generally 
expelled and so continued as a disturbing element for the conservative 
leaders. Further discord arose from the rapid postwar spread of labor racket- 
eers in the large cities who muscled in to control the unions and ran them, 
often with much use of violence, primarily to line their own pockets. They 
aroused much public hostility, and it was felt that the federation was too 
lax in trying to eliminate them. When the outbreak of the depression led 
to another drop in total union membership to less than 3 million in 1933, 
the discontent was further aggravated. The main product of all this dissen- 
sion was a violent split in the ranks of organized labor in the following 
period. 

The Labor Movement, 1933-1941. The advent to power of the Demo- 
cratic party under Franklin D. Roosevelt in 1933, at the crisis of what is 
commonly regarded as the worst depression in our history, marks the begin- 
ning of a veritable New Deal for labor. Probably never before had the need 
of labor for assistance been so great; certainly never before had the govern- 
ment responded to labor’s needs in such a wholehearted manner. This 
response was made possible by an unusually favorable political situation. 
In the campaign the Democratic party, traditionally the more friendly to 
labor despite its conservative Southern element, had stressed the New 
Deal, designed to improve the condition of the masses, and its victory had 
been an overwhelming one. The widespread unemployment and economic 
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distress with the increasingly insistent demands for relief, leading even to 
fears of a social revolution, created a state of mind such that measures of 
reform, which might otherwise have been long delayed, were quickly passed. 
The resulting legislation will be described subsequently, but the effects on 
the labor movement were electric. 

Within a year, the loss in total union membership since 1923 had been 
practically recovered; by the close of 1937, when membership reached 
7.3 million, it was nearly 50 per cent above the previous peak of 1920; by 
1940 it was around 8.5 million. Then the Second World War conditions, 
as will be explained in the chapter describing that perioii, raised the total 
to around 15 million in 1945. Significant gains were made in mass-produc- 
tion industries such as the steel, rubber, and automobile, where the unions 
had had little strength. A much larger numerical e^rowth occurred among the 
older unions, where the soft-coal miners staged a remarkable revival, to 
say nothing of the gains of the teamsters, the cloihing workers, and many 
others. The lead in this organizing mo^ ement was taken by the advocates 
of industrial unions. 

In 1935, when the federation lefused to give the movement adequate 
support, a group of eight of its affiliated industrial unions with nearly 
1 million members, under the leadership of John L. Lewis of the United 
Mine Workers, formed temporarily their own Committee for Industrial 
Organization (the CTO) and with their own resources began an aggressive 
campaign of organization, featured by the use of the sit-down strike, which 
generally met with marked success. The federation, finally stung to action, 
suspended its CIO affiliates in 1936 and started to combat their unions 
with rivals of its (jwn after efforts at reconciliation had failed. The breach 
was widened in 1938 when the CIO adopted a permanent form under the 
title of the Congress for Industrial Organizations, additional unions shifted 
their allegiance to it, and the federation revoked the charters of its rebel 
unions. Though it took back the Mine Workers in 1946, they withdrew in 
1947. By 1940, the federation had about 4.3 million dues-paying members 
and over 7.6 million in 1947. How many paid dues in the CIO is uncertain, 
but it claimed about 4 million members in 1940 and 6 million in 1947. Thus 
most of those in the ranks of organized labor were split into two about 
equally powerful groups, and the intense rivalry between them came to 
absorb no small portion of their energies. 

The remarkable growth of union membership after 1932 was chiefly 
based on favorable legislation. The Norris-LaGuardia Act of 1932, in an 
effort to eliminate weaknesses in the Clayton Act concerning use of the 
injunction, greatly enlarged the legal area of union activities, and similar 
laws were later passed in many states. The National Industrial Recovery 
Act of 1933 authorized the President to create an agency to establish codes 
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of fair competition in industry. Every ct)de was to contain labor provisions 
giving employees the right to organize and bargain collectively through 
representatives of their own free choice; granting them the right freely to 
join, or refuse to join, any union; and requiring the employer’s compliance 
with the maximum hours of labor, minimum rates of pay, and conditions 
of employment approved or prescribed by the President. Though intended 
to promote collective bargaining by independent unions, many company- 
sponsored unions were formed under the NR A before the law was declared 
unconstitutional in 1935. 

To replace the union protective provisions, Congress immediately passed 
the Wagner National Labor Relations Act. This law sought to ban, as 
unfair, practices interfering with the free organization and conduct of 
unions by employees, to prohibit supp^ort of company unions by employers, 
and to secure equitable conditions for unions in collective bargaining. The 
law applied to industries or trades involving or affected by interstate com- 
merce, with minor exceptions. To administer its provisions, the National 
Labor Relations Board was set up with extensive powers to hear complaints, 
settle disputes as to bargaining units and other matters, and issue cease 
and desist orders. Through the energetic administration of this law, the 
constitutionality of which was upheld in 1937, some of the most serious 
obstacles to the union movement, chiefly those originating on the employer 
rather than on the employee side, were removed or seriously weakened, and 
the opportunity for labor to bargain on more equitable terms was greatly 
improved. By 1946 about 14 million, or nearly half of all those in occupa- 
tions with active unions, were working under collective bargaining con- 
tracts. Yet most workers still remained outside the union fold. 

The Extent of the Unionization of Workers. The attention given to 
organized labor often leads people to overlook the fact thal, until a few 
years ago, unions have never included more than a small fraction of the 
country’s workers, much smaller than in the industrialized countries of 
western Europe. Among the many factors explaining this may be listed: 
the very recent industrialization of the country; the extensive use of ma- 
chine methods tending to decrease the proportion of the more easily 
organizable skilled craftsmen required; the size of the country with its 
enormous free-trade market and the possibility of shifting industry from 
one region to another; the great influx of immigrants up to 1914 with the 
obstacles attending their organization; the difficulties in securing favorable 
legislation arising from the framework of government and the influence of 
the employer class; and, finally, the high standard of living, the weak 
labor-class consciousness, and the marked spirit of self-sufficient independ- 
ence among the workers. 

Professor Wolraan estimates that, in 1910, 8.6 per cent of the employee 
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class belonged to a union; that at the peak in 1920, following the war 
growth, the figure was 17.5 per cent; and that by 1930 it had fallen back 
to 9.3 per cent or, if agricultural employees are omitted, to 10.2 per cent. 
By 1940, however, the proportion had risen to something over a quarter 
of the workers considered organizable, and then the war raised it to over 
two-fifths or some 15 million in 1945. 

This rather weak showing as far as the mass of employees goes was partly 
offset by a concentration of strength in certain industries, crafts, and 
localities. During the first third of this century, over half the total union 
membership was to be found in transportation, buildin^, ‘onstruction, and 
mining; these groups together with the smaller membership in the printing 
and clothing trades are said to have constituted the foi ndation of the 
American labor movement. In manufacturing, as late as 1930 only about 
one-eighth of the employees had been organized, though subsequently the 
proportion was increased and probably was nearly one-half by 1945. 

Such real strength as the unions possessed jirevious to 1933 was to be 
found rather in small segments of industry or in particular crafts; ordinarily 
in both cases only where skilled work was required. On the railroads it was 
the train-service brotherhoods that possessed real power; in mining the 
anthracite coal miners have long been supreme, while, until after 1933, the 
fluctuating power of the union in the bituminous fields seldom extended to 
the South; the strength of the building trades, though widespread, has been 
most marked in some of the large cities where they often completely 
dominated the situation. This greater city strength holds true of unions 
very generally. Among the public-service employees, only the postal clerks 
and mail carriers were powerful; among the professional unions, the 
musicians and the small group of actors; in transportation, outside the 
railroads, the longshoremen and the street-railway unions were the strong- 
est. 

Thus the direct benefits obtained by trade-unions were largely confined, 
at least until the last decade, to a very small proportion of the workers, 
chielly in the .skilled crafts. That this group, constituting the aristocracy 
of labor, did benefit very materially is seen in the relatively greater gains 
that it made, as compared with common labor, in securing shorter hours, 
higher hourly wage rates, and better working conditions in the period be- 
fore 1933. It has frequently been charged that the outlook and activities 
of this group have been narrow, selfish, and disregardful of the far greater 
need of the masses among the workers; that, despite the obstacles to organ- 
izing the less skilled, more could have been done; and that, in cases where 
legislation was essential to secure results, the unions have too frequently 
failed to lend support unless it was in their own immediate interest to do 
so, thus leaving much of this task to the small group of social reformers. 
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Doubtless, as recent developments seem to indicate, there is some justi- 
fication for such charges. It must be remembered, however, that the obsta- 
cles have been great and that even the craft unions have had to face a long 
and difficult uphill struggle. Nor have their achievements been entirely 
without benefit to the masses among the workers. The higher standards 
that they attained for themselves indirectly tended somewhat to raise those 
of the masses, and some of the laws that they supported were of general 
benefit. Yet it must be admitted that widespread and effective action, both 
union and governmental, to aid the great body of workers had to await the 
advent of the New Deal era. 

The Growth of Labor Legislation. Between 1865 and 1875, little was 
accomplished in securing labor legislation. During the remainder of the 
century, a modest advance was made, but it is only since about 1900 that 
progress in obtaining both state and Federal laws became marked, particu- 
larly during Wilson’s war administration and that of F. 1). Roosevelt in 
the depression. 

In securing this legislation, two groups have been mainly active. Labor, 
chiefly through the power of its organizations and the weight of numbers, 
has forced legislators to give its demands greater consideralion; yet certain 
types of governmental interference have been opi)osed by the more con- 
servative leaders. The second group consists of the little band led by those 
actively interested in social reform, who have done much to guide the 
efforts to secure legislation, particularly that for the more depressed masses. 
Hindering or actively opposing legislation were various conditions and 
groups. Mere inertia, owing partly to ignorance of, or indifference toward, 
undesirable conditions, has played its part, supplemented by the strong 
spirit of individualism and the belief in a policy of hissez faire. This spirit, 
deeply embodied in our political institutions and the framework of our 
government, created legal obstacles; as a result, many laws were declared 
unconstitutional or seriously limited in scope. The division of powers be- 
tween the Federal government and the states proved more of an obstacle 
in this field of legislation than in most, and the very number of the states 
added to the difficulties faced. 

The most active opposition came from employers, chiefly through their 
organizations, and from the more conservative elements who felt that the 
legislation was unnecessary, unwise, or prejudicial to their interests. As 
among the different states, the competition of economic interests was a 
deterring factor, each state fearing that a higher standard of labor legisla- 
tion might involve increased costs of production and drive business to 
other states. Recently, as the export of manufactures increased, the fear 
of raising labor costs relative to those of foreign countries has gained force. 
The net results of the opposing forces as they became embodied in legisla- 
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lion cannot be described in detail; only the more important general trends 
can be noted here. 

As regards child labor, most progress was made previous to 1933 by 
state legislation limiting the working hours for children and women. The 
first 8-hour law for children was passed in Illinois in 1903. By 1920, over 
half the states and by 1940 nearly every state limited the hours of labor of 
children under sixteen in most occupations to eight a day, and some set a 
higher age limit. The South Atlantic states, still the most backward in 
this respect, have recently much improved their laws. Compulsory school- 
attendance laws, commonly through sixteen yeais of now found in all 
states, though uncertainly enforced, also restricted child labor. Nightwork 
for children has been very extensively prohibited. The age rt which children 
can be employed in most kinds of industry has been advanced substantially; 
fourteen years is the common minimum with higher limits in some states 
and industries. 

The Federal laws of 1916 and 1919, prohibiting employment in factories 
and mines of children under fourteen and of children under sixteen at 
night or over 8 hours a day, were declared unconstitutional. The proposal 
of a constitutional amendment to permit the prohibition of child labor 
under eighteen, though submitted to the stales by Congress in 1924, had 
been approved by only 28 states up to 1944. Meanwhile, encouraged to try 
again by a more liberal altitude of the Supreme Court, Congress included 
in the Fair Labor Standards Act of 1938 provisions prohibiting the employ- 
ment of children under sixteen in interstate commerce or in making goods 
entering into such commerce and also those under eighteen in occupations 
that were hazardous or detrimental to their welfare, with minor exceptions. 

From the first, really effective limitation of the hours of women’s em- 
j)loyment by Massachusetts in 1879, then set at 10 hours a day and 60 a 
week, down to 1908 when the Supreme Court upheld the Oregon 10-hour 
law for women employed in factories and laundries, only fair progress was 
made; but now nearly every state has some such limits in most occupations 
and in many, an 8- or 9-hour day has been established. Weekly limits of 
hours, commonly from 48 to 54, are also set in most states in various 
occupations, and nearly half the states prohibit certain kinds of nightwork 
by women. However, the requirement of extra pay above a 40-hour week 
of the Fair Labor Standards Act is an effective check on a longer week in 
the occupations where it applies. 

In the case of adult males, limitation of hours was narrowly circumscribed 
and confined chiefly to public employees, those working on public contracts, 
and those in a few hazardous occupations like transportation and mining. 
The 8-hour day law of 1868 for Federal employees has previously been 
mentioned. More inclusive in scope was the Walsh-Healey Public Contracts 


622 


END OF THE FRONTIER; RISE OF CAPITALISM 


Act of 1936 which required that, in practically all government contracts of 
$10,000 or more, the contractor must observe the basic 8-hour day and 40- 
hour week, refrain from employing boys under sixteen or girls under 
eighteen, comply with state health and safety regulations, and pay as a 
minimum the prevailing wage. Over half the states and many cities fixed 
an 8-hour day for most employees on public works or connected contract 
work. In practically every state where mining was important, an 8-hour 
day for miners was decreed and over half the states supplemented the 
Federal act of 1916 by shortening the hours of workers on steam and electric 
railways. Though only a few states set daily or weekly limits on hours for 
all male factory workers, the recent Fair Labor Standards Act, where 
applicable, tends in normal times to secure a 40-hour week. 

Minimum wage legislation started in Massachusetts in 1912 and was 
soon adopted by a number of states. Owing to constitutional difficulties, it 
was confined to women and children or public employees down to 1933; 
even then it met with a series of adverse Supreme Court decisions starting 
in 1923. New attempts at state legislation and then under the NR A codes, 
where men were included, also ran foul of the courts. Not until 1937, when a 
more liberal Supreme Court upheld a law very similar to that condemned 
in 1923, did the way seem clear for action. The next year half the states had 
minimum-wage laws, though only one was applicable to men, and prac- 
tically all, by vesting the determination of the minima in commissions, 
provided the needed elasticity in application. Sweeping Federal action 
came with the Fair Labor Standards Act of 1938, the constitutionality of 
which was upheld in 1941. In the field where it applied, it established min- 
imum standards for wages and hours as well as for the use of child labor. 
These standards were to be raised so that after October, 1940, there was to 
be a basic 40-hour week and a minimum pay of 40 cents an hour with time^ 
and a half for overtime, though exceptions were allowed for certain less 
efficient groups. 

Another group of laws has regulated the conditions under which wages 
were paid. Various states require weekly or biweekly payment of wages and 
at a time and place convenient for the worker. The conditions under which 
fines or other deductions are made have sometimes been regulated, and 
the worker has been given a more secure lien to protect the wages due him. 
Other laws curtailed abuses incident to payment in truck and the use of 
company stores. Occasionally, public legal assistance is provided workers 
in suits involving wage payments or other disputes, though usually this is 
done by the private legal-aid societies of the larger cities. 

Public employment offices have been established to help workers locate 
jobs, to secure a more efficient allocation of the labor force, and to lessen 
some of the excessive charges or other evils existing in many private 
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agencies. The first was started in Ohio under an act of 1890, but the growth 
was slow and there were less than 100 state or municipal offices in operation 
in 1916. In the emergency during the First World War an extensive Federal- 
state system was erected, which was generally allowed to lapse on the return 
of peace. Thereafter, little progress was made until the depression led to 
the Wagner-Peyser Act of 1938 which established the United States Em- 
ployment Service. By 1938, stimulated by the offer of a Federal subsidy 
for those adopting an approved plan to secure coordination, all the states 
had entered the system. During the Second World War, control was cen- 
tralized under Federal authority but subsequently relaxrid. 

To induce the states to provide more free training in industrial, agri- 
cultural, and home economics work the Smith-Hughes Act of 1917, which 
created the Federal Board for Vocational Education, offered grants-in-aid 
to any states willing at least to match them and to cooperate in improving 
these educational facilities. The resulting stimulus to action, in which all 
states joined, led to the establishn .ent of several ‘ vpes of schools especially 
designed for the purpose in which over 2.6 rullion pupils were being trained 
in 1942. Additional educational grants were made in 1916. 

Another field in which legislation has done much for the workers is that 
relating to occupational disease, safety, and industrial accidents. Although 
the accident rate in the United States has been relatively high, some indus- 
tries have secured a notable reduction. It was estimated that in 1945 
there were 16,000 deaths from industrial accidents, 84,500 suffered a per- 
manent impairment of working functions, and 1,900,000 sustained tem- 
porary disabilities. Innumerable laws have been passed to compel the 
provision of better safeguards against accidents and to ensure more health- 
ful conditions of work, and the general creation of state labor bureaus with 
more efficient systems for inspection has secured better enforcement. 

Further legislation has made progress in shifting the heavy losses still 
remaining from the worker to industry. Under the old common-law doc- 
trine, the employer was responsible for the exercise of reasonable care in 
guarding against accidents; beyond that, he was not responsible to the 
worker for accidents arising from the occupational risks, the negligence of 
fellow servants, the contributory negligence of the worker, or the risks 
“assumed’* by the worker. When to these exceptions were added the 
worker’s difficulty in meeting the legal costs of prosecuting a claim for 
damages and the meager net return generally obtained even when success- 
ful, it was seldom that the worker escaped most of the losses from accidents. 

This situation has been largely remedied by (1) very general statutory 
modification of the old common-law doctrines and (2) state and Federal 
legislation, chiefly since 1910, and favorable Supreme Court decisions in 
1917, inducing or compelling employers to provide compensation for indus- 
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trial accidents. Though some concerns have their own plans for meeting 
such risks, most use private or state-controlled insurance. As a result, the 
worker has more certain and adequate compensation, most of the burden 
is borne by industry, as it should be, and much litigation is avoided. 

Down to 1935, however, there still remained a large group of risks in- 
volving losses against which American legislation was notoriously backward 
in providing protection. Sickness, old age, invalidity, and unemployment, 
one or another, if not all, commonly face the worker sooner or later, and 
few are adequately prepared to meet the financial problems thus created. 
It was estimated in 1935 that half the population sixty-five years of age 
and over, or nearly 4 million, were dependent upon others for support, a 
quarter being supported at public expense, and most of the rest by relatives 
and friends. Ill health was said to affect from four to six times as many 
workers as suffered from industrial accidents. Total unemployment was 
commonly existent for around 6 per cent of all workers, and in times of 
depression the proportion grew much larger. 

Before 1935, only one state had an unemployment insurance law, the 
Wisconsin act of 1932, though there were a few union or employer-union 
systems in operation. In the field of old-age pensions, the Federal govern- 
ment and some local units had provided for certain limited groups such as 
classified civil service employees or local teachers, firemen, and policemen. 
Few states had acted before 1929 and barely half by 1934; also, not all 
laws were compulsory. Against the other risks arising from nonindustrial 
sickness, death of the family supporter, etc., almost no legislative provision 
had been made, aside from funds-to-mothers acts. The worker had to fall 
back on such plans as private initiative on the part of employers, unions, 
fraternal organizations, and charitable institutions offered, or such insur- 
ance as he was able to procure. As so frequently happens, it required the 
suffering of a disastrous depression to arouse the country to action; the 
resulting Social Security Act of 1935 introduced one of the most sweeping 
reforms benefiting the masses in recent years. 

This law provided for (1) a Federal system of old-age benefits and insur- 
ance, (2) a state system of unemployment compensation, and (3) a group 
of grants-in-aid to the states to further welfare work for various special 
groups. Compulsory old-age insurance benefits, varying with their previous 
earnings but with $85 a month as a maximum, were to be provided, begin- 
ning in 1942, for those sixty-five years of age and over. These were to come 
from a fund built up by equal contributions from employers in the form of 
an excise tax on their pay rolls and from employees through deductions 
from their wages or salaries, at a rate rising from 1 per cent each in 1937 
to 3 per cent each in 1949, though the rise was later postponed. Several 
large groups, however, were excluded from this system including, besides 
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the self-employed, hired agricultural laborers, domestic servants employed 
in homes, maritime workers in American waters (granted unemployment 
compensation in 1946), and those working for Federal, state, and local 
governments or for charitable, religious, and educational instil.utions. At 
the 1940 census, these groups included over 16 million or nearly a thijrd of 
the employed population. 

To provide for the needy aged until insurance payments became avail- 
able and also for such aged people as might be in need thereafter, a system 
of old-age pensions was set up under which the Federal government agreed 
to match the funds up to $15 a month per person of suv.1 st ates as adopted 
an approved plan for old-age pensions. By 1058, all states had adopted such 
a plan. Finally, there was a special group including emph-yees of railroad, 
express, and sleeping-car companies and their subsidiaries that in 1937 
secured a law providing for a letirement plan estimated to cover about 
1.5 million workers, the benefits of which were substantially increased in 
1946. 

In 1939, amendments advanced to 1940 c,he dale when benefit old-age 
pensions were to begin, put the fund on a pay-as-you-go basis instead of 
accumulating a huge resfTve, and extended benefit payments to new groups 
including aged wives ind minor children, aged widows, young widows 
with minor children, and orphans. An important object of these measures 
was to enable the aged to live at home and decrease the number in public 
almshouses or private charitable institutions, as well as to relieve relatives 
and friends of the burden of their support. 

The provision for unemployment insurance excluded groups similar to 
those excluded from old-age insurance, and also employees of those having 
less than eight workers, except where a state set a lower limit. The funds 
were to be obtained from a Federal pay-roll tax, originally 3 per cent but 
later reduced, of which 90 per cent was to be credited to employers who 
made payments to states that had approved unemployment-insurance 
systems. This put strong pressure to bear on the states and, since the tax 
was nation-wide so no state adopting the plan was put at a disadvantage, 
all soon had approved systems. The state systems vary somewhat, but in 
most the benefit paid is about half the weekly wage up to a $15 maximum; 
the minimum is three-quarters the weekly wage or $5, whichever is lower. 
Sixteen weeks is the common limit for the duration of benefit payments. 
These laws are estimated to cover about half the gainfully employed. 

The most serious deficiency in the Social Security Act was the failure to 
make any general provision for health insurance and medical care, though 
filling this gap will prove very expensive. However, among the various 
forms of grants-in-aid included in the law there were several designed to 
further health promotional activities by the stales, and in 1946 a grant of 
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$75 million a year for 5 years was made. There were also grants for voca- 
tional rehabilitation of the physically disabled, for the needy blind, and 
for crippled and needy children. The administration of the act was vested 
mainly in the Social Security Board which was also to determine broad 
policies and suggest needed changes. 

In 1945, the Board announced that its payments up to then had totaled 
about $9 billion and about 4.3 million were receiving cash benefits. By 
that date 73 million had registered for social security cards and 40 million 
were already eligible to receive benefits when they reached the age of 
sixty-five. 

Another group of laws dealt with arbitration or mediation in labor dis- 
putes. About half the states have set up machinery for the voluntary 
settlement of such disputes. In some states, under certain conditions a 
public investigation is made compulsory, though in others it is optional. 
Actually few states have accomplished very much through voluntary 
arbitration laws. A series of Federal laws since 1888 has sought to provide 
means for settling disputes on interstate carriers with moderate success. 
The conciliation service set up in 1914 in the Department of Labor has 
been distinctly useful in mediation work, and in 1938 the Federal Maritime 
Labor Board was set up to provide mediation in the shipping industry. 
Compulsory arbitration has been strongly opposed by both employers and 
workers, besides facing constitutional obstacles. Such a requirement in the 
Kansas Industrial Court Act of 1920 was condemned by the Supreme Court. 
Consequently, where strikes threaten serious inconvenience to the public, 
it is common for some public official such as the President, a governor, or a 
mayor, to offer mediation, "^rhe pressure to come to an agreement lest public 
hostility be aroused often promotes a succt^ssful outcome, yet it may be 
questioned whether something more is not necessary in disputes vitally 
affecting a local or the national economy. 

The advance in labor legislation since 1860 until the last decade or so 
was the product of slow uphill work trying to secure eft'ective organization 
among the laborers and a recognition of the need for action among the 
public or the lawmaking bodies. Typically, reforms lagged far behind the 
need of the times, and still do. Nor did all the laws adopted prove wise; 
others, too frequently were poorly administered. Yel, considering the 
magnitude and complexity of the problems involved, much was accom- 
plished. The results greatly aided in making the lot of the laboring class of 
today markedly superior to that which prevailed in 1860. 



Chapter XXXVII 


MARKETING AND TRADE, DOMESTIC AND 
FOREIGN, SINCE 1860 


Introduction. That this period with its rapid growth in population and 
wealth should be marked by a great increase in the volume of trade was to 
be expected. J3ut, just as during the preceding period, trade was greatly 
stimulated by better transport and communication facilities. It was not 
until this period that an adequate railroad system was secured and long- 
distance haulage of freight by rai' became comnon. The real success of 
steamships in carrying ocean traffic was attained much after 1860. At no 
other time in history has the area of most markets been so rapidly extended 
as during this period. More and more commodities sold in markets that 
were national or nearly world-wide in scope, and this of course promoted 
greater territorial specialization and division of labor. 

This growth of trade necessitated a further expansion in marketing 
facilities, and also made possible greater specialization of marketing func- 
tions, thus leading to important changes in marketing organization. Often 
the marketing process became more complicated and involved a larger 
number of services before goods passed to the final consumer. In spite of 
economies obtained by more efficient marketing methods, the whole process 
grew to absorb a relatively larger amount of economic resources than ever 
before. Thus the volume of production is thought to have increased about 
nine limes between 1870 and 1930, though the population increased only 
about three times and the number engaged in production about 334 times; 
yet the number engaged in distribution increased nine limes and handled 
about the same volume of goods per capita as in 1870. As a result, about 
twice as large a proportion of those engaged in gainful occupations was 
employed in distribution in 1930 as in 1870. 

The Frontier Markets. The organization of the market varied greatly, 
not only as among different commodities and different regions, but as 
between different periods. The more primitive methods naturally prevailed 
on the frontier or in isolated rural sections of earlier settled regions. The 
organization typical of such sections has previously been described, but a 
few features characteristic of that which appeared in the Far West may be 
noted here. 
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The early unstable mining camps of that region required little in the 
way of facilities for trade. Their main product, bullion, was easily carried 
out by packsaddle or the express company agent, and the few necessities 
not locally produced and consumed by the predominantly male population 
lacking settled homes were brought in by pack train to the general store. 
The settlements on the Pacific coast had access to world markets by ocean 
transport and thus were able to send out the growing surplus of grain, 
lumber, or other products and bring in needed manufactures. San Francisco 
was the chief trading center through which these supplies were distributed 
into the interior, and this trade extended well into the Great Basin to the 
east of the Sierras. For the section farther east, most goods were carried 
across the plains from Missouri River points and distributed through Den- 
ver or Salt Lake City. 

In the interior sections devoted to agriculture, the problem of markets 
presented even more difficulties than confronted early settlers in the Middle 
West. Since this vast area had practically no river transportation except 
the limited facilities provided by the Missouri and the Columbia, railroads 
were essential before anything but local markets for most commodities 
could develop, the great exception being livestock that could stand long 
drives. Unlike the region east of the Missouri, railroads were extended 
westward into this section ahead of any considerable volume of settlement. 
When settlers came, they tended to locate near the railroads. Consequently 
many settlements in the Far West enjoyed access to distant markets almost 
from the first, and their development was not checked by poor marketing 
facilities such as had hampered pioneers in the East not located on a 
waterway. With distant markets for the staple products available, greater 
specialization was possible, and the market organization of this region 
quickly took on the character of that in the older sections of the 
country. 

Changes in Rural Markets. As the rural districts grew in population 
and wealth and obtained better marketing facilities, they both bought and 
sold more goods; the opportunities for specialization in one or another line 
of production increased; each locality tended to become less self-sufficient 
economically; and, as the markets for various commodities expanded in 
area, the rural population found itself increasingly bound up with markets 
that were national or international in extent. Everywhere, greater speciali- 
zation in marketing facilities was developed. Though the general country 
store by no means disappeared, one after another of its commodities passed 
into other channels of trade. This was particularly true of the products 
that the farmer had formerly sold to these stores. The farmer sold a smaller 
variety of things produced in slight quantities and concentrated more on a 
few staples such as dairy and poultry products, grain, livestock, cotton, 
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fruit, and garden truck, which he sold to dealers specializing in handling 
the staple, or in more recent years disposed of a growing proportion through 
commission men or his own cooperative marketing organization. 

Similarly, though to a less extent, the farmer secured more of his pur- 
chases through other channels. The growth of neighboring towns with 
specialized retail stores and easier access to these towns, especially after 
the advent of the automobile, provided better opportunities for securing 
many goods for both farm and household; in some sections, cooperative 
purchasing societies provided another channel, and the rise of great mail- 
order houses combined with the introduction of rural fieo delivery and the 
parcel post gave easy access to an endless range of supplies in distant 
markets. In certain lines, such as farm machinery, the manufacturers 
secured local agents to sell direct to the farmer. Facing such conditions the 
old country peddler practically disappeared, and where the general country 
store survived these inroads upon its trade, its business tended to become 
confined to goods in constant demand commonly bought from hand to 
mouth such as groceries. The storekeeper lumseif, instead of infrequent 
trips to the city to obtain new '^tock, was in frequent touch with jobbers 
and the smaller wholesale distributors of the nearest city. Thus the general 
tendency was to link up the marketing organization of the country districts 
more closely with that centering in the great cities. 

Trade and Markets of the City. The important developments in 
marketing organization naturally occurred chiefly in the great city trading 
centers, but the effects of the changes there were ramified over the whole 
country. Though no adequate historical study of these changes has yet 
been made, some of the outstanding developments, in most of which the 
trend toward greater specialization was prominent, can be noted. 

In cities the growth of population and wealth and the increased pur- 
chases by visitors so augmented the volume of retail trade that great 
specialization was possible. Large retail districts developed in the sections 
most accessible, and here were located not only the stores selling common 
necessities, including the great department stores, but the most highly 
specialized stores dealing in expensive luxuries. In the larger cities, outside 
of this central retail district, minor retailing centers arose selling goods 
widely used and of a type adapted to the wants of the district. 

In contrast to the specialty store is the department store, which is 
practically a development of this period and illustrates the trend toward 
large-scale retailing through what may be called a form of integration. 
Generally developing out of the dry-goods business, these stores have added 
one department after another until the largest now supply nearly every- 
thing that the family uses, not to mention a wide variety of services. 
Occasionally, integration is carried further by acquiring control of the 
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manufacture of some of the goods dealt in or entering the wholesale trade 
as well. 

More recent is the rapid rise of the chain store. This represents an effort 
to combine some degree of specialization with large-scale retailing; where 
the chain is controlled by the manufacturer of the goods sold, it is the 
product of integration. The chain store deals in lines of goods in general 
demand, sometimes in a wide range of low-priced goods but usually in a 
specialized class such as drugs, groceries, notions, and dry goods; those 
controlled by manufacturers cover a narrower field. Some chains are small 
and confined to one locality, others to one general section, and some have 
stores in cities scattered over most of the country. Very recently, the super- 
market has appeared centering about the sale of food products and seeking 
to lower prices by a large volume of sales and eliminating the less essential 
forms of service. 

A fourth important development in the retailing field, also designed to 
secure the economies of large-scale business, is the mail-order house. Though 
started about 1870, the great growth of this mode of retailing has occurred 
since about 1900. Most sales were made to the rural population, but of late 
retail outlets have been established in some large cities. The larger mail- 
order houses supply an endless variety of goods, and sometimes own the 
factories where they are made; others confine themselves to one general 
line. In the effort to eliminate the middleman, some specialty manufac- 
turers rely largely on mail orders. 

In the wholesale trade of the cities, considerable progress was made in 
extending produce exchanges. As successful operation depended on stand- 
ardization of the products sold as well as upon a large volume of trade, the 
advances made in fixing grades and standards promoted this growth. The 
grain exchanges existing in 1860 were augmented by others formed at 
primary markets in the Middle West. The first cotton exchange was 
started in New York in 1870 and the second in New Orleans in 1871. Since 
then, numerous other commodities have been added to the list, in some 
cases by organizing a new exchange, in others by providing new facilities 
in the existing exchanges. Such exchanges provide the freest and most 
sensitive markets for the working out of the forces of demand and supply 
Mnd thus tend to stabilize prices. Through the device of future sales they 
afford a form of insurance against losses from price fluctuations by the 
transfer of this risk to specialists. Yet they have not been free from abuses 
incident to speculative manipulation or unfair practices and have recently 
been put under stricter legal control. 

One or another form of the city wholesaling organizations was the 
medium through which the great bulk of raw materials passed to the 
manufacturer and the finished products in turn were distributed to others. 
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Wholesale houses, manufacturers’ outlets, jobbers, sales agents, brokers, 
and commission men became the most common types of middlemen. The 
channels followed by different commodities varied greatly and often in 
the case of a single commodity. Agricultural products used as raw materials 
gathered from many small producers typically passed through the hands of 
one or more buyers before shipment in quantity to the city wholesaler who 
sold direct or tlu-ough commission men to the manufacturer. Farm produce 
practically ready for consumption, such as garden truck, fruit, or poultry 
products, was shipped to city wholesalers or commission men, sometimes 
sold at auction, and frequently passed through the hands of a jobber before 
reaching the retailer. In the case of minerals, where production was rela- 
tively concentrated, it became common for the producer to sell direct to 
the user through his own city agent, and it was seldom that more than one 
middleman was employed. 

In the case of manufactured products, such as were used in other proc- 
esses of production, like machinery or semifinished goods, where sales were 
le<ss scattered, direct sales were common, perhaps through an agent; where 
an independent middleman was resorted to, one was commonly sufficient. 
Where the product was one for household consumption and commonly sold 
through retail stores, the services of more than one middleman were likely 
to be employed, except in the case of very large buyers. Thus such staples 
as groceries, dry goods, and hardware might be sold through a broker or 
agent to a wholesaler or perhaps a jobber before reaching the retailer; if 
sold in small quantities, another jobber handling a general line might 
intervene. Many manufacturers found it advantageous to have a sales 
office or agent in one or more of the great metropolitan centers where buyers 
tended to congregate. 

Competition and the desire to cut the costs of distribution provided 
pressure to eliminate the middleman or at least to shorten the distributive 
process, and better communicating facilities, notably the growth of adver- 
tising, greatly facilitated the move, which was most marked among manu- 
factures destinfed for household consumption. One result was a marked 
decline in the use of traveling salesmen. Another phase appeared in the 
effort of some producers to get control of a portion if not all of the dis- 
tributing process. This same purpose, together with the advantages of 
large-scale buying, is seen in the organizations of retailers or consumers to 
buy direct from the producers. 

Other developments in the distributive process included a marked expan- 
sion of warehousing, furthered by the introduction of efficient cold-storage 
methods. In the case of certain products, standardization of grades, aided 
by government action, careful measures for control of the business, and 
the growing use of warehouse receipts greatly facilitated trading and its 
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financing. The great expansion of advertising led to specialization in the 
growing advertising and sales-promotion agencies. Various producers’ or 
distributors’ trade associations improved marketing methods by their 
activities in establishing standards and grades, gathering information as 
to market conditions, promoting fair-trade practices, and in some instances, 
notably foreign trade, undertook the actual marketing of goods. The use 
of the auction system tended to decline in importance. It is now most 
widely employed for the sale of certain classes of farm produce in large 
city markets and is also important in the sale of cheese, butter, leaf tobacco, 
furs, and floor covering. 

The Distributive Process at Present. The Census of 1930 was the 
first to cover the field of distribution, and we now have, therefore, compre- 
hensive data as to the general character of domestic commodity trade and 
the structure of the distributive system that handles it. Those census 
figures, which are for the year 1929 before the effects of the depression 
became marked, show total retail sales of $49 billion of which over a fifth 
was made by the food group, almost a fifth by the automotive group includ- 
ing filling stations, and nearly a seventh by the general merchandise group 
including department, dry-goods, and variety stores; next in rank came the 
apparel group with about one-eleventh of total sales. This business was 
handled by 1,543,158 stores, of which less than 16 per cent were corporate- 
owned though these had almost half of the total sales. Classified by types 
of operation, single store independents had nearly two-thirds of all sales, 
sectional and national chains one-eighth, and local chains one-fifteenth. 
Over two-fifths of the stores had annual sales of less than $10,000 ; three- 
quarters of them less than $30,000, though the total for this group was 
less than a quarter of all retail sales. The stores with annual sales of over 
$1 million — 0.14 per cent of all retail stores — had an eighth of all retail sales. 

The wholesale trade, as classified by the census, was carried on by 
169,702 establishments with total net sales of over $69 billion. A little over 
half were corporate-owned, and these had three-quarters of all sales. Of 
the various types of wholesalers those confining themselves to wholesaling 
made over two-fifths of all sales; manufacturers’ sales branches and agents 
or brokers each made about a fifth; the rest was scattered among different 
types of which the assemblers and country buyers with nearly 7 per cent 
of all sales were the most important. The marked tendency toward con- 
centration in certain localities is seen in the fact that almost half of all 
sales were made in four states, New York having a quarter of the total, 
Illinois a tenth, and Pennsylvania and California about one-fifteenth each. 
Among the cities. New York was far in the lead with Chicago a poor 
second, but still way above Boston, Philadelphia, San Francisco, Detroit, 
Pittsburgh, St. Louis, and Kansas City, which ranked next in order. 
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Much the best general survey of the flow of the main classes of goods 
through the different channels of distribution as shown by the 1930 census 
is provided by a Twentieth Century Fund study ^ the results of which are 
depicted in the chart on page 634. Starting, as There indicated, with goods 
valued at $21.7 billion obtained from agriculture, the other extractive 
industries, and imports, $9.7 billion of this went direct to some type of 
intermediary distributor, transport costs being added on the way, and 
$7.2 billion direct to manufacturers; only a small portion went direct to 
retailers or to the group of terminal buyers consisting of consumers, insti- 
tutions, utilities, and exporters, or was used by the exiraclive industries 
themselves. Of the goods used by manufacturers, nearly ()ne-half was 
bought direct from other manufacturers and almost two-fifths from inter- 
mediary distributors. The goods sold by manufacturers had a total value 
of $69.6 billion of which over one-third was sold to other manufacturers, 
almost one-half was disposed of through some intermediary wholesaler, 
about one-sixth went direct to teiminal buyers, and less than one-tenth 
direct to retailers. Of the $69.3 billion of sale.3 by intermediary distributors, 
two-fifths went to retailers, less than a quarter each to manufacturers and 
other intermediary distributors, and the rest to terminal buyers. Of the 
total retail sales of $49.I< billion, nine-tenths went to consumers, and most 
of the balance was sold for use in agriculture. 

The result of all these sales, including $8.7 billion paid for transportation, 
totaled $218.6 billion; while the total of purchases by all producing and 
selling agencies was $153 billion. The dilference of $65.6 billion represented 
the cost of producing and distributing goods and equaled the total outlay 
of terminal buyers for finished goods. It is significant of the importance of 
distribution in our economic order of today that the total of all sales was 
over three time^ the value of the finished goods purchased by terminal 
buyers. The fact that retailers’ sales made up less than a quarter and those 
of the intermediary wholesaler group less than a third of total sales suggests 
the relative importance of these two groups of distributors. 

Of the $65.6 billion representing the total cost of producing and dis- 
tributing goods, it is roughly estimated that 59 per cent, or $38.5 billion, 
represented the total cost of distribution. This was made up of $12.6 
billion for retailers’ costs, over $9 billion for manufacturers’ distributing 
costs, almost as much for transportation charges, $7 billion for the various 
intermediary distributors’ costs, and a few minor items. This means that, 
in general, it cost the country about 50 per cent more to get goods dis- 
tributed than it did to get the same goods produced. This suggests why 
there often seems to be such a wide spread between retail prices and the 

' “Does Distribution Cost Too Much?” The Twentieth Century Fund, New York, 
1939. This section of the chapter is based on that study. 



THE FLOW OF GOODS IN THE UNITED STATES 

(figures in billions of dollars) 



Fig. 57. The flow of goods m the United States. {Reproduced by permission of The Tweniieth Century Fund from ''Does Dis- 
tribution Cost Too Much?'") 
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prices received by the producers. It also suggests the opportunities open 
in the field of distribution for lowering costs and thus raising the standard 
of living, provided means can be found to introduce more efficient methods. 

The decade of the 1930’s witnessed no very significant changes in whole- 
saling; in retailing the changes largely reflected the current trends. By 1939, 
despite hostile legislation, chain stores showed a small gain in their per- 
centage of total retail sales, aided by an extension of their control over 
department and combined grocery and meat stores. The latter type of 
store experienced an unusual expansion with the growth of supermarkets, 
but there was a decrease of around two-thirds in the nu*.-ber and the sales 
of general stores, partly because of a shift toward concentration on either 
foods or general merchandise. 

Criticisms of the Marketing Organization. It is frequently charged 
that marketing methods are inefficient and wasteful, that goods pass 
through the hands of too many middlemen, and that there is an unnecessarily 
large gap between the price receivec’i by the producer and that paid by the 
consumer. How far this is justified is not as yet detiTmined, but the success 
attained by the various means adopted to reduce this gap indicates that 
the criticism is well grounded in some cases. Additional evidence is afforded 
by the growth of organized efforts to check more direct selling by the groups 
fearing to lose thereby, as reflected in the opposition to chain stores, mail- 
order houses, or coopeiatives, and by the activities of associations of re- 
tailers, wholesalers, and manufacturers designed to prevent more direct 
sales and to keep trade in the old channels. 

On the other hand, it is too often assumed that, since all the functions 
performed in the process of distribution commonly result in little visible 
or tangible alteration in goods, therefore the services rendered must have 
cost little and, if there is a large gap between the price received by the 
producer and that paid by the consumer, it must be due to inefficiency or 
excessive profits in distribution. This overlooks the trend to increase the 
amount and the variety of services performed by distributors. Also it must 
be remembered that, except in the case of transportation, the processes of 
distribution have afforded far less opportunity for the introduction of 
machine methods than many lines of production. The costs of distribution 
must be considered as a necessary outlay to secure the advantages of spe- 
cialization in production. They could be completely eliminated if each 
family would produce all it consumed, as the early frontiersmen nearly did. 
But one of the most dominant and widespread features in the evolution 
of industrial society has been the trend toward specialization, clearly 
indicating that the greater distributing costs which this commonly involved 
were more than offset by the resulting economies in production. That the 
costs of distribution would absorb a growing proportion of the total outlay 
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for goods was to be expected, though this does not imply that the existing 
distributive system involves no waste. 

That excessive middlemen’s profits are in any appreciable degree re- 
sponsible for the high cost of distribution, unless it is in a period of rapidly 
rising prices, is highly improbable. In general, wholesaling and retailing, 
particularly the former, are highly competitive lines of business; with few 
exceptions, the general trend of our economic development has been to 
make them more keenly competitive than ever before. The chief exceptions 
include the recent legislation, previously described, tending to check com- 
petition among distributors and the activities of trade associations directed 
toward the same end. It has recently been estimated that the average net 
profit of all retailers is under 2 per cent, and possibly 1 per cent, of their 
net sales; that of wholesalers or other intermediary distributors is probably 
under 1 per cent of their sales. Although this is no measure of the rate of 
profit that distributors make on their investment — that also depends on the 
rate of turnover of stock and other things — it does indicate that, whatever 
the rate may be, it cannot be charged with much responsibility for high 
prices or costs of distribution if it takes on the average less than 3 cents of 
the consumer’s dollar. 

The Main Courses of Domestic Trade. The courses followed by 
domestic trade were determined mainly by the territorial specialization of 
production that developed with the growth of population, the opening up 
of new regions, and the improved means of transportation. In the case of 
commodities entering into foreign trade, the courses followed in internal 
trade were shaped by the ports through which they were exported or im- 
ported and the locality where they were produced or consumed. 

The North Atlantic states specialized in manufacturing and also handled 
most of the import trade and a goodly portion of the exports. From this 
section, manufactured goods and imports, partly raw materials and partly 
finished goods, went out to the rest of the country. From other sections, it 
received most of the raw materials worked up in its factories, most of the 
foodstuffs consumed, nearly all of the oil, a portion of the soft coal, and 
some domestic manufactures. 

The group of states north of the Ohio and east of the Mississippi rivers 
was the most evenly balanced in its lines of economic activities of all the 
sections in the country. It developed dinging this period a considerable 
volume of manufacturing, based mainly on easily accessible raw materials, 
and typically turned out less highly finished products than did the East. 
A large amount of the output was sent to other sections or exported. It 
also raised a considerable portion of its food supply and shipped out large 
quantities of meat and dairy products. Its output of soft coal practically 
met its needs and, up to about 1900, this was also true of its oil and lumber 
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production; since then, increasing quantities of both, and more recently 
of natural gas, have been brought in from the South or the West. 

The South concentrated on the extractive industries but made substan- 
tial progress in developing several lines of manufacturing based on its raw 
products, such as cotton, cottonseed, iron and steel, lumber, petroleum, 
tobacco, and bauxite. Until recently, one-half to two-thirds of its great 
staple, cotton, was exported, and such of the balance as was not used 
locally was shipped north. Most of the surplus of the other extractive 
products including both raw materials and foodstuffs, such as fruits, vege- 
tables, and nuts, went to the Northeastern or North Central states together 
with a portion of its output of manufactures. The flow of goods into the 
South consisted mainly of manufactures, both domestic and loreign, coming 
from the North, and a portion of its food supply coming from the North 
Central or Western states. 

The West concentrated even more on the extractive industries and manu- 
factured only a few products based chiefly upon such of its staples as live- 
stock, grain, beet sugar, lumber, and oil. Sucti products with the addition 
of copper, lead, zinc, gold, silver, wool, fruits, and vegetables constituted 
the chief shipments to other s< actions or abroad. Imports from the Far 
East through Pacific ports were generally forwarded to the East, silk being 
the most important item Manufactured goods made up the greater portion 
of the commodities obtained from elsewhere, though certain foods and some 
coal were also brought in. 

As this summary indicates, the great volume of the country’s trade 
moves along east and west lines, manufactured goods predominating in the 
westbound traffic, though coal is important in bulk ; products of the extrac- 
tive industries, a portion of which have been manufactured, make up most 
of the eastbound traffic. Much the greatest trade channel is that running 
east and west in the northern portion of the country between the Atlantic 
and the Missouri River, the portion having the highest density of popula- 
tion and the most wealth. The movement of goods between the North and 
the South is niuch smaller in volume, the southbound traffic consisting 
largely of manufactures and the northbound of raw products of Ihe extrac- 
tive industries. 

Within the different sections, though sometimes overlapping their bound- 
aries, there developed channels of trade that centered in the large commer- 
cial cities. Such cities became the main gathering place for the surplus 
products of a large hinterland, some of which were distributed to other 
portions of the district and the balance shipped out, perhaps after being 
manufactured, to other districts. The wholesale trade in goods brought in 
from other sections centered in these cities, from which these goods were 
redistributed through the tributary hinterland. The hauling, warehousing. 
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and other facilities used in carrying on the trade of the district also tended 
to centralize in these cities. Such a city with its tributary hinterland has 
been called a “metropolitan economy” and is illustrated by such places as 
Boston, New York, Atlanta, Chicago, the Twin Cities, Kansas City, 
Denver, and San Francisco. An appreciable, though ordinarily a minor, 
portion of the volume of goods originating in such a metropolitan district 
is consumed within the district. Trade with the rest of the world tends to 
center in the dominating commercial city which commonly makes its con- 
tacts with other regions through similar cities elsewhere. 

Barriers to Internal Trade. One of the great economic advantages 
enjoyed by the United States as compared with other countries is the almost 
complete freedom of trade that prevailed in what has come to be by far the 
richest market provided by any nation in the world. Hence recent efforts 
on the part of the states or other groups to erect barriers to this trade may 
well be viewed with concern. Though in evidence before the depression of 
the 1930’s, that event gave a decided impetus to the movement, which 
was based largely on the desire of various state interests to secure protec- 
tion from outside competition. Since the control of interstate commerce 
is vested in the Federal authority and the Supreme Court has of late 
substantially expanded the scope of that authority, the power of the states 
to erect barriers is severely circumscribed; yet means have been found 
through various forms of taxation, health, sanitation, marketing, and other 
regulations to create obstacles to interstate trade in various goods and 
services. Often there has been a sound reason for the restriction, as in the 
case of laws needed to protect health, prevent the spread of disease and 
insect pests, or to check the evasion of local taxes; but only too frequently 
these objectives have simply been used as a device to lessen competition 
from outside the state, and the administration of the laws, where any 
leeway is permitted, has often been directed to the same end. 

The barriers thus erected have taken a variety of forms. In the field of 
farm products, where many cases are found, they may be imposed under 
health, sanitary, and quarantine measures or under regulations regarding 
grades, standards, and labeling, which, however desirable, may be so lacking 
in uniformity among different states as to cause needless trouble and ex- 
pense. Similar variations exist in the regulations governing motor vehicles; 
license charges may be made excessive and a vexatious system of state 
ports of entry may lead to retaliatory action by neighboring states. Within a 
state, city ordinances, often combined with union activities, may be used 
to protect local interests. The numerous laws requiring that various supplies 
purchased for use by the state shall have been produced, or at least bought, 
within the state reflect the same desire to protect “home industry” that 
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lies back of the various campaigns to “buy at home” regardless of whether 
“home” is a city, a state, or a nation. 

Foreign Trade; Changes in Organization. The developments in the 
organization of foreign trade during this period were similar in general 
character to those in the field of domestic trade. The most conspicuous were 
the trends toward specialization of functions and toward integration, the 
latter being often associated with concentration of control. 

Greater specialization is seen in the tendency of exporters or importers 
to confine themselves to one great staple, or a small general class of goods, 
or the products of one country. An increasing number v,..gaged in whole- 
saling exclusively and left retailing to others. Specialized brokers and com- 
mission men increased in number. Various services once fre juently under- 
taken by the merchant were assumed by specialized groups, except where 
integration occurred. Aside from a few producer-exporters the merchant 
ceased to own ships and generally depended on brokers to secure cargo 
space; he relied more on warehouses provided by others; he found financial 
institutions prepared to supply more and better facilities for financing his 
transactions, and brokers to secure insurance and see his imports through 
the customhouse. 

The form taken by integration varied with different trades. Big manu- 
facturing concerns might engage directly in the export trade, often organiz- 
ing a subsidiary corporation for the purpose, and set up branches with 
warehouses and a distributing system in foreign countries. Occasionally, 
they owned a fleet of ships as in the case of the Steel Corporation or the 
oil companies. Similarly, manufacturers importing large quantities of raw 
materials and large-scale retailers of foreign finished products often estab- 
lished their own agencies for handling this trade. In such integration there 
was specialization in the functions of different groups under one control 
instead of under independent concerns. 

Most attempts at combination to control goods entering foreign trade 
are based on cartels or other fonns of agreement among monopolistic 
groups in different countries, such as have previously been noted. In some 
cases, foreign buyers of American raw products have united so as to bargain 
more effectively, and this example has occasionally been followed by im- 
porters in this country. In the last two decades, an increasing volume of 
trading has been negotiated through governmental channels, notably in 
the case of Russia. In the United States, exporters of certain products have 
joined in associations authorized by the Webb Export Combination Act 
to promote foreign sales and reduce the distributing cost through the larger 
volume thus secured. This has proved most advantageous to those whose 
foreign business was not extensive; those already having a well-developed 
export trade commonly preferred to retain their own organization. 
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The Merchant Marine; Technological Developments. Before 1860, 
the ocean steamships had not been able to compete with sailing vessels in 
carrying anything except passengers, the mail, and the most valuable cargo. 
It was only in the course of the next half century that the revolutionary 
effects of the introduction of the steamship spread over most of the ocean- 
borne carrying trade. The ultimate success of the steamship in securing the 
bulky and less valuable freight was chiefly a product of improvements in 
the marine engines, reducing the space required for fuel, and the introduc- 
tion of cheap steel, both lighter and stronger than iron, which made possible 
the construction of much larger ships. 

Steel began to be used in the construction of the hull about 1880; triple- 
and quadruple-expansion engines soon followed; twin screws were intro- 
duced about 1888, followed in the twentieth century by triple and quad- 
ruple screws, the turbine engine, the internal-combustion engine, and 
engines using oil instead of coal. By reducing by more than three-quarters 
the amount of coal required to produce a unit of power, the cost of fuel was 
cut and increased cargo space obtained. Replacing coal with oil saved still 
more cargo space, as did also the establishment of stations throughout the 
world where supplies of coal or oil were obtainable. As the volume of freight 
grew, vessels designed for specialized cargo began to be built; refrigerator 
ships were introduced about 1880, followed by tankers for transporting oil, 
and others for carrying ore. As these improvements increased the advan- 
tages of the steamship in lowered costs of transport, greater speed, and less 
risk, the sailing vessel was gradually displaced, but it was not until the 
1890*s that the steam surpassed the sailing tonnage in the world’s merchant 
shipping. The really rapid displacement of the sailing vessel took place 
thereafter. By 1920, the sailing tonnage had fallen to a twentieth of the 
total, and now it has almost disappeared. Meanwhile the airplane had been 
developed to the point where, before 1945, it was competing with the 
steamship in the transport of passengers, some mail, and a little cargo. 

Developments in the Organization of Shipping. As the cost of cargo 
vessels rose to several hundred thousand dollars and that of transatlantic 
passenger ships to many millions, a general shift from individual or partner- 
ship to corporate ownership became necessary, all the more so when a 
regular line of ships was organized. The growing volume of traffic made it 
■^orth while to establish more regular lines of ships that followed fixed routes 
at frequent intervals. Such lines took over an increasing proportion of the 
traffic so that the tramp vessels, following irregular routes and going from 
port to port wherever cargo was momentarily available, steadily declined 
in importance. As the larger companies established new routes or acquired 
independent lines, concentration of control increased. In the coastwise 
trade also, railroads sought control over shipping lines, in some cases to 
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check competition, in others to increase their traffic by securing connections 
with important ports not reached by rail. 

In ocean transport, as elsewhere, the period is marked by an extensive 
development of combinations taking the form* of pools and commonly 
known as shipping rings or conferences. Ocean shipping is subject to 
extreme fluctuations between periods of prosperity and depression. During 
a trade boom or a war, shipbuilding may be actively pushed; when the 
abnormal demand disappears, the large excess supply remains for a long 
time since the modern cargo ship can be kept in service around 20 years. 
The loss involved, even when a ship is tied up in port, may well lead to its 
operation if anything above direct costs can be covered, so competition is 
very keen. The maladjustment is often aggravated by governmental aid 
designed to build up a nation’s shipping regardless of the world’s needs. 
Another difficulty is that there are very few ports where the outbound 
cargo approximates the inbound cargo in volume of space and character of 
service required, so there is generally a surplus of cargo space one way or 
the other. The establishment of regular lines between ports with fixed 
sailing dates hampered adjustment, and there was always the competition 
of the tramp vessel. Such conditions along with the trend toward concen- 
tration explain the rise of combinations. 

The formation of shipping rings began in England about 1875 and from 
the 1890’s on spread rapidly among the ocean steamship lines. By 1918, 
at least eighty agreements or informal understandings existed aflecting 
transport over different routes to or from the United States. As the cargo 
space required for exports exceeded that for imports, competition was 
keener for the inbound traffic and agreements covering it more common, 
though fear of the antitrust laws was a minor factor. In the conferences, 
the competition among members was checked by agreements as to rates 
and other points; that from outsiders was checked largely by the use of 
“fighting ships” or the payment of a deferred rebate to those using con- 
ference ships exclusively. After the rule-of-reason interpretation of the 
antitrust law in 1911, several lower court decisions, though condemning 
certain practices, upheld shipping conferences as reasonable; in 1916, the 
Shipping Board Act authorized shipping agreements subject to the approval 
of the board, though discriminatory rates were prohibited. Based on the 
belief that in this industry competition did not invariably produce the 
best results, this law marked the beginning of the trend to modify the 
indiscriminate condemnation of all combinations that had theretofore pre- 
vailed. 

The Growth of the Merchant Marine. The chart on page 642 shows 
the changes in the two branches of the merchant marine during this period. 
Since the factors all*ecting the growth of each were very different, they must 
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be separately considered. In 1860, the licensed tonnage engaged in the 
domestic coastwise, lakes, and river trade was 2.8 million gross tons. This 
was not permanently surpassed until after 1881 when a steady growth began 
which raised the total to nearly 6.9 million tons in 1913. A slight decline 
during the First World War was followed by a sharp rise to nearly 11 million 
tons in 1932, about which point it fluctuated until the next war. 



Fig. 58. Tonnage of the merchant marine of the United Slates since 1789. 


As our navigation laws excluded foreign ships from this trade, this growth 
was entirely dependent upon the expansion of domestic trade and the 
success attained by the water carriers in competing with the railroads and 
others for its transport. The greatest success was secured on the Great 
Lakes, chiefly in carrying iron ore, a traffic that grew very rapidly after 
the middle 1880’s. The lakes’ tonnage rose from less than one-sixth of the 
total domestic tonnage in 1860 to over two-fifths of the total in 1913; since 
then it has declined to about a sixth, chiefly because of the great expansion 
of the coastwise traffic, a growth due partly to the opening of the Panama 
Canal stimulating intercoastal traffic and partly to the growth of traffic 
along both coasts. The tonnage on the Middle Western rivers declined to an 
insignificant figure. 

The registered tonnage engaged in foreign trade was subject to far greater 
vicissitudes. Beginning with 2.5 million gross tons in 1860, it was reduced 
to 1.6 million tons in 1865, chiefly by transfer to a foreign flag to escape 
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capture or destruction during the war. In 1866, a law denied transferred 
vessels the right to reregister under the American flag. There was little 
change in the tonnage until after 1878 when a steady decline set in reducing 
it to a low point of 737,000 tons in 1898, following which there was a 
moderate recovery to 1,076,000 tons in 1914. The needs during the First 
World War led to an enormous expansion, to be described later, and by 
1921 over 11 million tons was on the registered list. The subsequent renewal 
of keen competition and reduction of traffic brought a rapid decline to 3 



Fio. 59. Perc(‘ntuf?e of Ainerican loiina^?e in total toiina^o of vi*.ssi*ls onlorinj^ and olparini 
from United States ports in tlu; foreiffii trade sinc'e J789. 


million tons in December, 1940, many ships being transferred to the 
domestic trade, sold abroad, or junked. The enormous increase during the 
Second World War will be described later; it raised the figure to over 26 
million tons by 1945, or about half the world’s merchant shipping, though 
subsequent scrapping and sales to foreign countries substantially reduced 
this figure. 

The decline in the registered tonnage up to 1898, combined with the 
growth of foreign trade, resulted in a marked decrease in the proportion of 
that trade carried in American ships. Though the decline had started after 
1830, our ships still carried in 1860 about two-thirds of the value of our 
foreign trade. After 1865, it was barely a third, and soon a steady decline 
reduced it to about a tenth in the period 1890-1914. In 1913, American 
ships carried only 9 per cent of the value of our foreign trade; British ships 
carried 53 per cent, and German 14 per cent. It was this heavy dependence 
on foreign shipping, much of which ceased to be available after the outbreak 
of war, that created such a serious situation at that time. The resulting 
shipbuilding program raised the proportion to 43 per cent in 1920, but 
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renewed foreign competition reduced it to aropnd 35 per cent in the 1930’8. 
A similar trend is indicated by the decline in the percentage of the total 
tonnage entering and clearing United States ports in the foreign trade 
that was made up of American ships, as shown by the chart on page 643. 
The fact that this percentage averaged somewhat above that of the value 
carried suggests that foreign shipping got the bulk of the most valuable 
cargo or sailed in ballast less often. 

The Navigation Laws. In the history of the registered tonnage, the 
navigation laws played a vital part. The policy of reciprocity underlying 
these laws which had been adopted after 1814 was continued after 1860. 
By this date, the reciprocal arrangements for equal treatment of domestic 
and foreign shipping engaged in the foreign trade applied to every country 
of any importance in ocean transport so that American ships faced world 
competition on the basis of efficiency, except as subsidies were employed. 
It was soon found, however, that conditions had so altered that our navi- 
gation laws placed American ships in this trade at a disadvantage as com- 
pared with foreign ships. 

In the first place, only American-built ships were permitted to register 
under the American flag, a provision adopted in 1789 and continued sub- 
stantially unchanged down to 1912. As long as the cost of building ships 
in this country was below, or did not greatly exceed, the cost of ships built 
elsewhere, this was not a handicap, especially as Americans showed superior 
efficiency in handling sailing vessels. But when iron and steel steamships 
were introduced, the United States found itself at a great disadvantage in 
their cost of construction as compared with England. Both nautical engi- 
neering and the iron and steel industry were more advanced there; wages 
were lower, and the labor cost was a big item — often from a third to a half 
the total — in ship construction. The much greater volume of construction 
attained in England also secured the advantages of large-scale production 
and standeurdization. Around 1900, other rivals in steel shipbuilding ap- 
peared in Germany and then in Japan, and throughout the period the 
Scandinavian countries were active in the construction of wooden or steel 
ships. Furthermore, the American advantage enjoyed through more effi- 
cient handling of wooden sailing vessels does not appear to have continued 
, in the operation of steamships. 

In addition, the navigation laws imposed certain requirements that 
tended to increase the cost of operating American ships. Most of the officers 
had to be Americans, and the higher wage level prevailing increased this 
item of expense. The ordinary seamen hired in American ports also received 
a relatively high wage. Furthermore, the laws set requirements as to food, 
quarters, and other things that increased the costs of operation relative to 
ships sailing under foreign flags. 
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The loss of shipping after 1860 led to a second resort to ship subsidies, 
1864-1877. These were granted to only a few steamship lines carrying mail, 
chiefly to lines running to the West Indies, South America, and Asia. The 
subsidies totaled about $6.5 million, of which the Pacific Mail received over 
two-thirds. The disclosure of efforts to bribe Congress to increase the grant 
led to a reaction that ended the subsidy. The third resort to subsidies oc- 
curred under the Postal Aid law of 1891. This also was confined to lines 
carrying the mail, but the terms were such that few lines found it profitable 
to operate under them for any length of time. Renewed efforts to secure a 
more general form of subsidy after 1900 failed, due partly to conflicting 
sectional interests and partly to fear the public would regard it as a form 
of favoritism. 

The chief explanation for the decline of shipping engaged in foreign 
trade in the half century after 1865 is thus to be found in the changed con- 
ditions in shipbuilding and certain provisions of our nagivation laws both 
of which proved disadvantageous. Combined with the greater opportunities 
available in other fields, there was little inducement for American capital 
to enter this field. Still some did venture in, though it is to be noted that, 
in the years before 1914, various American-owned corporations chose to 
register their ships under a foreign flag. Even when the Panama Canal Act 
of 1912 admitted foreign-built ships not over 5 years old to American regis- 
try few took advantage of it until war broke out, since it involved greater 
operating costs. 

Shipping Legislation since 1914. Fortunately, when war broke out 
in 1914, Great Britain, possessing nearly half the world’s shipping and 
customarily carrying over half of our ocean-borne trade, soon gained sub- 
stantial control over the seas. But much of her shipping had to be diverted 
to war purposes, and such of the German shipping as was not seized dis- 
appeared, so the abnormal war demand for cargo space sent freight rates 
skyrocketing. The first relief measime in 1914 admitted foreign-built ships 
over 5 years old to American registry and authorized the President to 
suspend, temporarily, certain hampering requirements of the navigation 
laws. By 1916, over 400,000 tons of shipping was so transferred, mostly 
vessels already controlled by American concerns, but England then pro- 
hibited further transfers of her ships. The same year the government under- 
took to provide the needed marine insurance against war risks which pri- 
vate companies would not assume. Although passed in 1915, the Seamen’s 
Act was. not a war measure but sought to provide greater safety and better 
conditions for the crew, though this tended to increase operating costs. 

In September, 1916, as German submarines were sinking ships faster 
than they were being built and it became clear that, if the United States 
entered the war, it could exercise little influence on the outcome unless far 
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more ships were available to transport troops and supplies, the Ship Pur- 
chase Act, in addition to creating the Shipping Board previously mentioned, 
authorized an unprecedented program of shipbuilding, which will be de- 
scribed in the chapter devoted to the war. As most of the construction then 
started was not finished until some time after the war was over, the new 
peak in the merchant marine was not reached until 1922 when the total 
was nearly 18.5 million gross tons, which placed it second in the world and 
only a little below that of Great Britain. Of this total the government 
owned 8 million tons; its fleet of 2,300 vessels included nearly two-thirds 
of the tonnage suitable for deep-sea trade and represented an outlay of 
nearly $3 billion. With this white elephant on its hands, the government for 
years to come faced a world market completely demoralized by the efforts 
of various nations to increase their shipping, despite the existing surplus. 

The first attempt to meet the problem was the hastily drawn Jones Act 
of 1920 designed to maintain the fleet but to get the government out of 
ownership and operation. Private shipowners were relieved of certain taxes 
and allowed to buy the ships on very favorable terms, but sales dragged on 
for years till in 1938 it was announced that the 100-odd ships still remaining 
would be removed from the market. Sales yielded about 10 per cent of the 
original cost. Some vessels continued to be operated by the government or 
for its account, often at a loss, and many remained idle. As few new ships 
were built for this trade, the registered tonnage not only steadily declined 
but became more obsolete. 

To provide greater aid, an act of 1928 granted a large increase in the 
subsidies for carrying the mail. Up till then, the subsidies paid under the 
act of 1891 had been about $31 million; under this new law, until such con- 
tracts were ended in 1937, some $176 million was paid out. This stimulus, 
supplemented by an increase in the revolving loan fund for construction 
to $250 million, gave a brief spurt to shipbuilding until the depression and 
added another chapter to the unsavory history of ship subsidy scandals. 
As the President later said and a report of 1937 made clear, this law was a 
failure. The report showed that, although the American merchant marine 
was second in volume among the chief carrying nations, it ranked fourth 
in speed and last in age. A quarter of the registered tonnage was practically 
.obsolete, and by 1912 seven-eighths of it would be so. During the preceding 
decade, out of 9 million gross tons of new world construction, only 5 per 
cent had been registered in the United States, which continued to depend 
on its aging war-built fleet. It was also reported that the labor situation 
was bad, both employers and employees being to blame. Wages and working 
conditions were poor, strikes and friction among rival unions constantly 
tied up ships, and discipline was lacking. 

To meet these problems, the Merchant Marine Act of 1936 and later 
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amendments were passed involving a radical change in subsidy policy. In 
place of the old mail contracts, three forms of subsidy were authorized. The 
first, designed to offset the high cost of American-built ships, authorized 
the government, under specified conditions, to pay up to one-third, and 
in cases one-half, the cost of a ship where there was that much excess over 
the cost if built abroad. Such ships were to be built on government contract 
and then sold at cost, less the subsidy, on terms of long-time payment with 
low interest rales. The second form of subsidy was given vessels (practically 
only those of American build) operating in essential trade routes, and was 
to be sufficient to offset the higher operating costs as compared with those 
of foreign competitors. The third form provided for an additional grant, if 
necessary, to offset governmental aid given to foreign rivals. In practical 
operation, this subsidy system reverted to the policy of excluding foreign- 
built ships from any branch of the merchant marine. 

The administration of the law, upon which much depended, was vested 
in the United States Maritime Commission, which succeeded also to the 
functions of the old Shipping Board. In case the subsidies did not secure 
under private ownership the quantity and character of shipping deemed 
desirable for national defense and foreign trade, government ownership 
and operation were authorized. The commission also received power to 
fix minimum crews’ wages and working conditions on subsidized vessels, 
and 90 per cent of the crew including all officers on passenger vessels must 
be Americans. Subsequently, the Maritime Labor Board was created to 
mediate in labor disputes. 

The first plans of the commission involved the construction of fifty ships 
a year for 10 years, and the annual outlay for subsidies was estimated at 
$25 to $30 million. But at the opening of 1939 contracts had been let for 
building only fifty-two vessels and thirteen companies with over a million 
tons of shipping were receiving operating subsidies or about half the total 
engaged in the dry cargo and passenger foreign carrying trade. How the 
law would succeed still remained to be seen when the Second World War, 
repeating on a far larger scale the problems of its predecessor, led to a 
program of shipbuilding unparalleled in history, as will be described later. 
Whether the resulting postwar problems will resemble those after 1918 
also remains to be seen. 

The Merchant Marine Problem. The history of our shipping engaged 
in foreign trade since 1860 shows that the combination of underlying eco- 
nomic conditions and the policies reflected in our navigation laws make it 
impossible to compete successfully with foreign shipping without some 
form of aid. Relief could be obtained by modifying our navigation laws so 
as to admit foreign-built ships to registry on the same terms as American- 
built ships and eliminating the requirements tending to increase operating 
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costs, but whether this would prove successful is uncertain. We could also 
abandon the policy of reciprocity adopted after 1815 and revert to the 
earlier policy of discriminations against foreign shipping, particularly in 
the form of tonnage and tariff duties, but the results would be dubious. 
Undoubtedly this would lead to retaliation by other countries; it would 
increase shipping costs, tend to check foreign trade, and consumers would 
foot a portion of the bill. Short of such measures only a very large subsidy 
seems likely to succeed. 

In view of these obstacles, the question is raised whether the country 
should try to maintain a large merchant marine. The strongest supporting 
argument is essentially noneconomic: a large merchant marine may be 
vital in time of war as an auxiliary to the navy, for transporting army 
troops and supplies, and to carry on essential foreign trade. The mechaniza- 
tion of warfare has made these services vastly more important than ever 
before, as was made only too clear in the recent world wars. In fact, the 
need for shipping in such a war has become so great that the maintenance 
of a peacetime fleet sufficient to meet it is doubtless impracticable, yet to 
possess a substantial fleet at the outbreak of a war and to be able to expand 
it rapidly are great advantages. How far the use of the atomic bomb may 
alter the situation cannot now be determined. 

The chief economic reason advanced for maintaining a large merchant 
marine is that it will develop foreign trade, particularly exports. It is 
asserted that “trade will follow the flag”; that is, if ships sail to foreign 
ports, they will develop trade there. The importance of this argument has 
been grossly exaggerated. It would be far more accurate to say that “the 
flag follows trade,” for ships will go wherever trade creates a sufficient 
demand for their service. Admittedly there may be combinations of cir- 
cumstances where the existence of good shipping facilities is the determining 
factor in shifting an order from one nation to another, but such cases will 
apply to only a slight fraction of the world’s trade. The existence and the 
course of trade depend fundamentally upon the underlying economic con- 
ditions causing differences in comparative costs of production, though 
limited by transport costs, tariff barriers, etc. 
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The Growth of Foreign Trade. The growth of the country’s exports 
and imports during this period is shown on the two charts on page 650. 
To judge of changes in the physical volume, allowances must be made for 
variations in the price level. Measured by value, foreign trade grew steadily 
up to about 1898, despite declining prices; a more rapid expansion followed 
up to 1914 and during the war a still greater rise occurred, in both cases 
aided by advancing prices; by the depression of th.' 1930’s, it had fallen 
back to around the 1914 level. Until after 19fl0, the ^alue of the exports 
rose faster than that of imports, resulting in a shift from an unfavorable 
to a favorable balance of trade about 1874, and a continued growth in this 
favorable balance thereafter till an abnormal peak was reached during the 
war. 

This expansion reflected a growing importance of foreign trade in the 
economic life of the country, particularly as compared with the period 
1815-1845. No satisfactory measure of this importance is available, but 
the per capita figures of value shown on the chart on page 357, when 
allowance is made for variations in the price level, are suggestive of the 
change taking place involving a moderate rise in the per capita volume of 
our foreign trade. It is necessary to realize, however, that the country 
remained far less dependent upon foreign trade than the leading nations 
of western Europe; in 191 4 when the per capita value of our total foreign 
trade was $43, that of France was estimated at $54, that of Germany at 
$73, and that of the United Kingdom at $108. Obviously the United States 
was much more self-sufficient economically than those other nations. It 
is estimated that during the period 1900-1930 the United States exported 
normally about 10 per cent of the exportable goods that it produced, but 
in the 1930’s it was around 8 per cent. The available figures suggest that 
by the 1930’s the per capita foreign trade of the country, corrected for 
changes in the price level, was about twice that in the 1850’s. 

In this growth of foreign trade, the part played by the government was a 
very minor one. In fact, the chief action taken — raising the level of tariff 
duties — tended to restrict such trade, and this was supplemented by similar 
action in many other countries. From 1934 on, however, the reciprocal 
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trade agreements substantially reduced these barriers. Owing to the com- 
mon tendency to assume that exports are generally more important for the 
nation’s economy than imports, such government aid as was provided 
usually sought to stimulate the former rather than the latter. Since the 
creation of the Department of Commerce and Labor in 1903 and the 
separate Department of Commerce in 1912, more has been done to provide 
information of value to both exporters and importers, and the work of 
the improved consular service, notably that of the commercial attaches, has 
proved very useful. At times such control over foreign loans as has been 
exercised had some effects on foreign trade. Recently o^^bsidies have in- 
creased the exports of certain farm products. 

Commodities Entering into Foreign Trade. Such changes as oc- 
curred in the commodities entering into foreign trade were fundamentall> 
due to all the conditions shaping the course of economic development both 
in this country and elsewhere, more particularly as they reacted upon the 
relative costs of production of exportable goods. Also important were all 
the improvement's in transportation, communication, and marketing tend- 
ing to make markets more nearly world-wide; of rather less significance 
were the various artificial restrictions on the freedom of trade. Conse- 
quently, the history of our foreign trade during this period reflects chiefly 
the expansion of agriculture and the mineral industries and the great 
growth of manufacturing in the United States on one side and the indus- 
trialization of Europe and the opening up of th(‘ resources of other conti- 
nents on the other side. 

The changes in the relative importance of the main classes of exports 
are shown in the chart on page 652. The outstanding features are the rise 
of finished manufactures from less than one-eighth of the value of all 
exports in 1860 to over one-half in 1936-1940 and the decline in crude 
materials for manufacturing from two-thirds to under one-fifth of the total. 
The export of foodstuffs in either crude or manufactured form rose to a 
peak of half the total in the late 1870’s and continued above Iwo-fifths 
until after 1900^ but had fallen to less than a tenth by the latter t930’s. 

Among individual commodities exported, raw cotton held the lead in 
value until 1937 when it was surpassed by petroleum and its products. Yet 
there was a drastic decline in its relative importance from nearly two-thirds 
of the value of all exports in 1860 to around one-twelfth just before 1 940. 
The physical volume rose fairly steadily up to about 1914, and that level 
was almost sustained until 1935, though the proportion of the crop exported 
fell from over four-fifths just before 1861 to two-fifths in 1935-1939. Since 
such heavy dependence of a country on a single export as prevailed when 
cotton was “king” is undesirable, the decline in its relative importance was 
in certain ways advantageous. 
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Next in importance to cotton during most of this period were the exports 
of meat and meat products. These mounted up to 1906, but after the ab- 
normal war shipments, underwent a drastic decline, especially after 1930. 
Lard, hams, and bacon easily led all other items in this group. The exports 
of wheat and wheat flour fluctuated in value around those of meat and its 
products and underwent a similar decline. Up to about 1930 between a 
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Fig. 62. Percentage distribution of imports and exports of merchandise by ecoiiomii* 
classes since 1830. 


fifth and a third of the crop was exported, but in the 1930’s barely a tenth. 
The quantity of leaf tobacco exported rose steadily up to 1930 when it was 
more than three times that about 1860 and, unlike most farm products, the 
decline in the 1930’s was very moderate, so that the value of this export 
came to exceed that of any other farm product except cotton. By this dec- 
ade, the export of fruits and nuts had risen to the point where it ranked 
third in value among this group. 

Among mineral product exports there were three prominent items all 
of which were practically new since 1860. Most spectacular was the rise 
in the export of petroleum and its products from nothing in 1860 to an 
annual value averaging $525 million in 1926-1930. From then on it made 
up over a tenth of the value of all exports and after 1936 surpassed raw 
cotton in value. Exports of copper also rose very rapidly reaching a peak 




MARKETING AND TRADE SINCE 1860 


653 


in quantity and also, except for the war years, in value just before 1930, 
but remaining far below petroleum. Coal was the third mineral export to 
enjoy a substantial rise and generally remained somewhat below copper 
in value. Among other extractive industries, the sawmill products from 
lumbering contributed some $100 million to exports just before 1930, 
though subsequently this was more than cut in half. 

The dominant position among exports attained by finished manufactured 
goods was due largely to the rapid growth starting in the late 1890’s, though 
there had previously been a rather steady advance. Much the most, im- 
portant group in this class consists of machinery, electrical, industrial, and 
agricultural. Its value rose from only $7 million in 1865 and $22 million 
around 1892 to nearly $500 million in 1926-1930 and even Higher in 1937- 
1940 when it surpassed petroleum and its products in importance. Next in 
rank among manufactures, though important only after 1914, came auto- 
mobiles with their parts and accessories with a value averaging over $400 
million just before 1930, though a ^substantial drop followed. The sudden 
rise of aircraft exports to $300 million in 19 j; 0 put them in second place. 
The only other manufactures wUh annual exports averaging over $100 
million in value during the 1930’s were the two groups classed as iron and 
steel mill products and cliemicals. 

Considering the expori^ in recent times as a whole, we may see that they 
are based largely upon the country’s abundant natural resources. No 
export of great importance is based on imported raw materials, though the 
last few decades show a rising use of such imports for products later ex- 
ported, as in the case of rubber, petroleum, and copper ore. Also the greater 
portion of the exports, though a declining one, consists of products which, 
if not still in the raw state, cannot be classed as highly finished manu- 
factures. Finally, such highly finished manufactures as are exported are 
ordinarily products where American ingenuity, machine methods, and 
efficient organization of mass production have been applied in working up 
some relatively abundant natural resource. These characteristics of our 
exports in recent times are to be explained in terms of the changes 
occurring both here and abroad in the comparative costs of production in 
the extractive and the manufacturing industries as described in earlier 
chapters. 

Imports. In the case of imports, the reverse situation existed; since 
conditions favoring the export of certain goods lessen the likelihood of 
their being imported and tend to favor the import of those not extensively 
exported. The chart on page 652 indicates the changes that occurred among 
the chief classes of imports. Outstanding is the growth in the imports of 
crude materials other than foodstuffs from a tenth of the value of all im-. 
ports in 1860 to a third or more after 1900. The only other marked chang/ 
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is the decline in finished manufactures from half of all imports in 1860 to 
around a fifth since 1920. Both of these changes obviously reflect the growth 
of domestic manufactures as does also the growth in imports of semi- 
manufactured goods from an eighth to between a fifth and a sixth of the 
total after 1900. 

Among individual commodities imported, raw sugar led in value until 
after 1920 when raw silk jumped to an easy lead, but only for a decade. 
Next to sugar in value down to 1911 and regularly ahead of it after 1924, 
was coffee. During the 1930’s the annual imports of coffee, sugar, rubber, 
raw silk, and paper and its manufactures each averaged between $100 and 
$150 million; no other import averaged $70 million in this decade, though 
woodpulp, vegetable oils and fats, furs and manufactures thereof, and tin 
each averaged over $50 million. 

The striking feature about the leading imports of today, particularly as 
contrasted with the situation in 1860, is the absence in the list of all but 
one finished manufacture. That exception, consisting chiefly of newsprint 
imported largely from Canada, is of very recent origin and reflects the 
depletion of our natural resources. All the other leading imports are raw 
materials or foodstuffs which the country does not produce at all or only 
in a limited quantity, most of them being obtained from semi tropical or 
tropical regions. There were also smaller quantities of imports of products 
of a different grade from that produced in this country or not produced in 
sufficient quantity, such as Turkish and Cuban tobacco, long-staple cotton, 
coarse carpet wool, and long-staple combing wool. Significant, too, were 
the rising imports of copper ore and petroleum, despite the large domestic 
output. 

Of the classes of manufactures that dominated imports during the nine- 
teenth century none remained important by the 1930 ’s; cotton manufac- 
tures followed by those of wool led all others, but the former were not much 
above and the latter far below the figures in 1860; imports of manufactures 
of iron and steel or of silk ranked still lower. A more detailed study of these 
and other imported manufactures would show I hat, generally speaking, 
they are highly finished goods, involving a considerable amount of labor, 
often of a skilled character, to produce. A smaller group consists of products, 
the raw materials for which are not found in this country or only in insuffi- 
cient quantities and which for various reasons are manufactured abroad. 
To summarize: the chief explanation for our imports is the lack of certain 
foods or raw materials for our expanding manufactures and our high labor 
cost where this is an important element in total costs. 

The Course of Foreign Trade. The changes in the proportions of our 
export and import trade with different continents during this period are 
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shown by the chart on this page.' For our exports, Europe, despite the 
decline in the proportion of her purchases to less than half the total after 
1925, still remains by far the best customer. Next in importance throughout 
the period were the exports to the rest of Norlh America which rose to 
around a quarter of the total after 1920. Asia and Oceania ranked third with 
a fifth of the total during the 1930’s and show by far the most rapid rate 
of increase since 1860 when the proportion was only 4 per cent. Despite 


EXPORTS 



Fig. 63. Percentage of total exports to and imports from each continent since 1830. 

much talk about expanding exports to South America, the proportion sent 
there rose only from under 5 per cent in 1860 to less than 10 per cent in the 
1930’s. 

In our import trade, the outstanding change is the great decline in the 
proportion obtained from Europe which provided over half the total down 
to 1911 but little more than a quarter in the 1930’s. More spectacular is 
the rise in the proportion of imports from Asia and Oceania from 9 per cent, 
in 1860 to about 30 per cent in the 1930’s when they slightly exceeded those 
from Europe. In this same decade, the rest of North America provided a 
quarter of the imports as against a fifth in 1860, and South America less , 
than 15 per cent as against 10 per cent in 1860. Thus, considering foreign 
trade as a whole, the striking development of this period, especially marked 
in the twentieth century, was the shift away from Europe and toward the 

' It should be noted that the final destination of exports may not be the country to 
which they are shipped and that imports do not necessarily originate in the country 
from which they are directly received. 
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less highly industrialized regions of the world. Obviously this reflected the 
rapid industrialization of the United States and the resulting need both for 
more raw materials and for foreign markets for the rising output. It also 
reflected the decreased proportion of the more slowly growing output of 
foodstuffs available for export and the need for more imports of food as 
the industrial population rose in importance. The previous customary excess 
of food exports over food imports was reversed in the years 1925’-1941. 


United Kingdom 



Millions ofdollors 
L—J Exports ■■Imports 

Fig. 64. Imports from and exports to chief countries or con linen Is, 1914. 

A somewhat more detailed view of the direction followed by our foreign 
commerce in 1914 is given by the chart just above. Among individual 
nations, the United Kingdom then still led in both exports and imports, 
Germany stood second, and Canada a close third. The total trade with 
each exceeded that with all of Asia or all of South America. Also it may be 
noted that there was no European country of any importance, and only a 
few minor ones, where the balance of trade was not favorable to the United 
States. This was also true of the trade with Canada, but in the rest of 
^ North America and in Asia and South America, each taken as a whole, the 
balance was decidedly unfavorable. 

The situation in the period 1936-1940, though somewhat distorted by 
war conditions abroad, reflects the more significant trends since the First 
World War. Outstanding is the decline in the importance of the trade with 
Europe and the growth of that with Asia and the rest of North America, 
as already noted. As a result, Canada had then surpassed the United 
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Kingdom in the total value of our foreign trade, Japan had risen to third 
place, and the trade with Germany had fallen to a low level. The balances 
of trade, though altered in amount, generally remained on the same side 
as in 1914, except for the shift in the case of Germany. 

The relative importance of the different ports through which this foreign 
trade passed underwent appreciable changes during this period. These 
changes were due mainly to alterations in the volume of the trade with 
different countries, shifts in the location of the production of commodities 
within the United States, or developments in transport facilities. In the 
case of exports, by 1936-1940 New York was far in the lead, averaging 
two-lifths of the total as against one-quarter in 1360. Next in rank but 
far below came (lalveston-Houston with alK>ut 8 per cent of all exports. 
The remarkable advance of this port was due chiefly to the westward move- 
ment in the cotton, wheat, and oil-producing regions together with the 
development of rail and pipe-line (onnections with these regions and its 
port facilities. New Orleans, first In I860, was in third place, and the 
decline in relative rank of Mobile, Charleston, and Savannah was much 
greater due to the westward shift in cotton growing and the decreased 
importance of cotton in the export trade. New Orleans also suffered from 
the decline in Mississippi River traffic. 

The rising exports to <Ilanada and down the St. Lawrence to other coun- 
tries gave the customs districts of Michigan and Buffalo fourth and sixth 
place, respectively, and the growth of transpacific trade put the San 
Francisco district in the fifth place and that of Puget Sound in the eighth. 
Even when obtaining better rail connections with the West and some 
favors in rates, Philadelphia, Baltimore, and Newport News had less than 
4 per cent each of the exports and Boston less than 1 per cent. What New 
York lost by the decline of the Erie Canal traffic was more than made up 
by its railroad connections and its advantages in harbor facilities for large 
ships. 

In the import trade. New York was even more predominant, receiving 
nearly half the total, 1936-1940; yet this reflected a loss as compared with 
its two-thirds in 1860. Next in rank but far below, came Boston and then 
Philadelphia, New Orleans, and Baltimore. The rise of the trade with 
Canada put Buffalo and the Michigan district on about the same level as 
San Francisco to constitute the next lower group. 

The International Balance of Trade and Payments and the 
Movement of the Precious Metals. The rather complicated situation 
arising from the changes in the items making up the balance of inter- 
national payments, which finally determine the direction of flow of the 
precious metals, can best be explained by dividing the period since 1860 
into shorter periods each characterized by some marked change in one or 



658 


END OF THE FRONTIER*, RISE OF CAPITALISM 


more of the main factors involved. These subdivisions can be summarized 
as follows: (1) 1850-1873, marked by a rising unfavorable trade balance 
and a large outflow of specie, though previously specie had been flowing in, 
(2) 1874-1895, marked by a permanent shift to a favorable trade balance 
of moderate size and a decreased export of gold,^ (3) 1896-1914, marked 
by a rise in the favorable trade balance to an annual average of nearly $500 
million and a slight net inflow of gold, (4) 1915-1921, when the First World 
War reactions raised the favorable trade balance to a level of almost $3 
billion a year, unparalleled in all previous history, and caused an enormous 



net inflow of specie, (5) 1922-1940, marked by a declining favorable trade 
balance and a large net inflow of specie (see the chart above). 

The changes in the balance of trade just noted, being particularly impor- 
tant in their reaction upon the balance of international payments, require 
some explanation. As is indicated on the chart on page 650, the balance of 
trade between 1821 and 1873 had almost invariably been unfavorable and 
had shown a decided increase after 1850. The balance then suddenly shifted 
to the favorable side and, except for 3 years, has remained on that side 
ever since and with a rising level during peacetimes until the 1930's. Imme- 
diately, this sudden shift can be attributed to the elTects of the panic of 
1873. Prices in this country were then readjusted to a level more yearly 
in line with that in world markets, thus stimulating exports and at the same 
time causing the reduction in impc^rts which in this country has always 

1 From 1874 to 1933, silver is classified as a commodity and specie includes gold only. 
The movement to demonetize silver started in the 1870’s, following the dec^line in its 
value, so that outside of a few silver-using countries it ceased to be used in settling 
international debts. 
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accompanied a business depression. There has always been a much closer 
correlation between our imports and the fluctuations in the business cycle 
than in the case of our exports. This is in part because imports are naturally 
more responsive to changes in domestic conditions than are exports, and 
in part because of the character of a large proportion of our imports, until 
recently semiluxury or luxury goods and more recently raw materials which 
fluctuate with the prosperity of manufacturing. In the case of exports, 
those consisting of foodstuffs represented a necessity, but they fluctuated 
with vagaries of the weather and world-market conditions; those consisting 
of raw materials and finished manufactures varied chiefly with the business 
situation abroad. Thus, the marked but brief rise in the favorable trade 
balance in the late 1870’s was due to large crops here anl a shortage in 
Europe. 

The endurance of the shift in ?he balance of trade in the 1870’s can be 
explained only by more fundamental trends in economic developments both 
here and abroad. The chief factor tending to increase exports until about 
1900 was the rapid growth in the output of f- rm products, especially food- 
stuffs and cotton, as the trans-Mississippi region w as opened up and secured 
cheap rail and ocean transport, to Europe, where the growing industrial 
population created a demand for these products. At this period, the com- 
petition from other new ly developing countries which these products had 
to face in the European market, although growing, was far less than after 
1900. Subsequently the rise in the volume of this class of exports, except 
in the war years, was relatively slight, though higher prices substantially 
increased their value; the great growth in exports then came from the 
rapidly rising success of American manufactures in invading foreign 
markets. 

The failure of imports to rise as rapidly as exports, which resulted in the 
upward trend in the favorable trade balance, was due chiefly to the great 
expansion of domestic manufactures, aided by the high tariff duties that 
prevailed after 1864, which so decreased the former proportion of imports 
of this class of goods. Later, as imports of raw materials mounted and more 
foodstuffs were brought in from outside, these additions failed to keep pace 
with the rising export of manufactures. It must, however, be added that 
the continued growth in the favorable balance of trade up to the 1930’s 
was contingent upon changes in other items entering into the balance of 
international payments which made it possible for the rest of the world to 
pay for this excess of exports. It remains to explain what the main changes 
in these invisible items were.' 

1 For the period down to 1914, the following figures are based upon the study of 
Bullock, Williams, and Tucker, Bevieiv of Economic Siatisticsy 1, p. 215. As many items 
are estimates and some minor items are omitted, an accurate balance is not to be expected. 
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The Period from 1850 to 1914. For the full period 1850-1873, the 
unfavorable balance of trade totaled some $1.54 billion. To this there was 
added on the debit side of the balance $904 million estimated interest on 
the growing foreign investments in the United States and $576 million for 
expenses of Americans traveling abroad. Offsetting these .debts, on the 
credit side of the accoimt, the chief item was an estimated net inflow of $1 
billion in foreign investments, mostly put into government bonds and 
railroad securities after the war. Another credit item was $265 million 
representing the sale of ships, chiefly dining the war, and a favorable 
balance of freight charges piled up dining the 1850’s. It was to meet the 
deficit on the credit side, as compared with the total of debit items, that 
some $1 billion of specie, mostly gold, was shipped out of the country during 
these years. 

For the period 1874-1895, the balance of trade becomes favorable, so 
that this item, totaling $2.5 billion, shifted to the credit side of the account. 
The net growth of $1 billion in foreign investments in the country was the 
only other large credit item. On the debit side, much the largest item was 
the interest on foreign investments totaling $1.87 billion for the period; 
second in amount was the outlay of $770 million by American tourists 
abroad. The marked decline in the proportion of the foreign trade carried 
in American ships after 1861 shifted the balance of payments on freight 
charges, some $560 million, to the debit side of the account, and immigrant 
remittances home rose to $440 million. The small excess of debits over 
credits for the period was settled by exporting $112 million of gold. It is 
obvious that the debit items could not have risen as they did during this 
period had not the trade balance become favorable or far greater foreign 
loans been obtained, and the latter would only have postponed the day of 
reckoning. 

The period 1896-1914 witnessed a great increase in the favorable balance 
of trade to a total of over $9 billion; also there was a net addition of $1 bil- 
lion to the foreign investments in this country. Largely offsetting these 
credits, there was a substantial rise in the items on the debit side; interest 
on foreign investments, tourists’ expenses abroad, and immigrant remit- 
tances each mounted to between $2.8 and $3.4 billion, shipping charges to 
$640 million, and miscellaneous items to $570 million. But, since these 
increases did not equal the growth in the credit items, $173 million in gold 
was sent to the country to settle the balance. 

War’s Reactions from 1914 to 1921, The abnormal conditions arising 
out of the First World War and its immediate aftermath resulted in raising 
the favorable balance of trade for the years 1915-1921 to the prodigious 
total of over $20 billion, something unparalleled in previous history. The 
effort to find means for meeting the resulting debt to this country continued 
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to be a seriously complicating factor in the economic relations of the 
United States with all the countries involved until the Second World War. 
Thus a knowledge of the consequences is essential for an understanding of 
many problems of the interwar period. However, the means employed 
varied sharply in different parts of this period. 

Until the United States entered the war in April, 1917, the debt due this 
country was met by borrowing about $2.4 billion from private American 
sources, by resale to this country of some $2 billion American securities held 
abroad, by the use of some of the usual debit balance items, and by sending 
over $1 billion gold to this country, thus increasing our monetary stock of 
gold more than 50 per cent. When the United States ceased to be a neutral 
by entering the war, the problem was temporarily met by government 
loans to the Allies for such sums as were needed for this and certain other 
purposes. These loans together with others made just after the peace- 
totaled about $10 billion. European needs for American supplies sustained 
the high favorable balance of trade Tor the first 3 peace years at about the 
war level and additional loans or short-term credits from private sources 
plus a net inflow of $500 million more of gold helped to meet the balance 
due this country. 

Two important results of these methods for paying for American supplies 
must be noted, for they greatly added to the difficulties of economic read- 
justment, both in the United States and abroad, throughout the succeeding 
interwar period. The first was the unduly large proportion of the world’s 
monetary stock of gold acquired by the United States, which threatened 
trouble here and greatly aggravated the problems of gold-using countries 
in Europe (see the chart on page 772). The second was the shift in the posi- 
tion of the United States from a moderate debtor nation to a great creditor 
nation, since its loans and investments abroad, public and private, now 
far exceeded the remaining foreign investments in this country. This meant 
that the net balance of interest charges had been shifted from the debit to 
the credit side of our general balance of international payments, which 
would make it increasingly difficult for the rest of the world to continue 
purchasing our exports in amounts far exceeding what we bought of it in 
the form of imports. The situation necessitated decreasing American ex- 
ports, or increasing imports, or adding to some other American debit item; 
perhaps all three. Consequently many expected that the United States’ 
balance of trade would shift to the unfavorable side, as was common in 
great creditor nations. 

The Period from 1922 to 1940. For the period 1922-1930, exports did 
decline and imports tended to rise, so that the favorable balance of trade 
fell to an annual average of $725 million, but this was still about 40 per 
cent above the prewar level. In addition, the balance of interest on foreign 
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investments and loans, now shifted to the credit side, averaged $426 million 
a year and war-debt payments, though scaled down to afford relief, aver- 
aged $200 million a year. On the debit side there was a balance of over $500 
million yearly for expenses of American travelers abroad and over $300 
million for immigrant remittances, but that for shipping charges fell to 
only $41 million. Even the annual net outflow of American capital for 
foreign loans and investments of $325 million proved insufficient to balance 
the credits, and this was achieved only by shipping an average of nearly 
$100 million a year in gold to this country, thus adding to our excessive 
stock and draining the metal from countries where it was sorely needed. 

The depression of the 1930’s led to substantial changes in most of the 
important items in the balance of payments. On the credit side, the favor- 
able balance of trade was cut to an annual average for 1931-1940 of about 
$500 million, and after 1932 practically all repayments on the war debt 
owed the country ceased. These credit item losses were far more than offset 
by a complete reversal in the net movement of capital after 1932 which 
resulted in a large net inflow into the United States, due partly to the 
reduction of our loans abroad and partly to foreign investments in this 
country. There was also a decided cut in the outlay of American trav- 
elers abroad and immigrant remittances (see the chart on page 663). 

The large resulting net indebtedness of the world to the United States 
was met by enormous shipments of gold and silver to this country; in fact 
without these the debt could scarcely have been incurred. This was greatly 
stimulated by the devaluation of the gold dollar in 1934 and the raising of 
the price of gold to $35 an ounce, which it was the government’s policy to 
pay for all gold offered, thus greatly increasing world production. Also the 
flight of capital and gold from Europe just before and after the outbreak 
of war greatly augmented this movement. The result was a net inflow of 
over $15 billion in gold, 1931-1940, a movement unprecedented in history, 
which gave the country over $20 billion or nearly three-quarters of the 
world’s monetary stock of this metal. Jn addition the silver purchasing 
policy adopted at this time brought in $1 billion of this metal. Thus the 
large, though decreasing, favorable balance of trade was made possible 
chiefly by the outflow of capital in the 1920’s and the importation of gold 
and silver in the 1930’s. 

The Second World War brought a repetition on a far larger scale of the 
demand for American supplies experienced in the preceding war. As it 
became obvious, even before the United States entered the war, that the 
other nations’ means for paying for these supplies were utterly inadequate, 
the government again assumed the immediate burden under the system of 
Lend-Lease. In this way up to September, 1946, over $46 billion was paid 
out, against which over $6 billion in reverse Lend-Lease was received from 
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other countries. In view of the experience after the First World War and 
the rather general belief that these advances could never be fully repaid, 
the terms for repayment, if any, were left indefinite. On the return of peace 
when Lend-Lease ceased, the United States was also looked to as the nation 
best able to advance the great loans required abroad for economic rehabil- 
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itation such as the Marshall Plan involved, as is later described in the chap- 
ter on the war. It is obvious that such loans would help to sustain tempo- 
rarily a higher level of American exports. In the long run, however, assum- 
ing interest and principal payments are met, they will increase the likeli- 
hood of a shift to an unfavorable balance of trade. Should this occur, it 
is not to be feared, for the term “unfavorable” used in this connection is a 
relic of the erroneous ideas of the oarly mercantilists. 





CHAPfER XXXIX 

FINANCIAL INSTITUTIONS SINCE 1860 


Introduction. The continued rapid economic growth of the country 
necessitated a corresponding expansion of its financial institutions. This 
need was increased by the growing importance of capital as a factor of 
production and the greater size of business enterprises. Financial institu- 
tions able to accumulate and loan capital funds on a large scale and to 
help direct the flow of such funds to the uses where they would prove the 
most productive became essential. To ensure a more efficient functioning 
of the monetary and banking system, various defects which still existed in 
1860, despite the earlier improvements, had to be minimized if not elim- 
inated. 

Particularly important was the problem created by the great expansion 
of devices by which credit in its multifarious forms was being extended. 
Increasingly, credit was displacing money in the settlement of financial 
transactions; a credit economy prevailed, and the dangers and abuses to 
which the use of credit is subject were seldom adequately controlled or even 
recognized. Immediately these may be considered the most important 
factors aggravating the fluctuations in the business cycle of this period. The 
relative scarcity of capital, which continued until the First World War, 
tended to increase these evils. Finally, the Civil War wrought marked 
changes in both monetary and banking systems, and the way in which 
temporary wartime needs, both then and after the First World War, led 
to important and enduring alterations in these systems affords valuable 
lessons in the problem of historical causation. 

The Circulating Medium; the Greenbacks. By 1865, the circulating 
medium of the country had been greatly altered from that of 1860. (1) The 
amount of money in circulation had increased nearly two-thirds. (2) All 
specie had disappeared from general circulation, and only paper remained 
ifi common use. Some $400 million of this paper consisted of United States 
notes, or greenbacks, and a somewhat smaller remainder of national or 
state bank notes and scrip. In July, 1865, redemption of this paper in 
specie was still suspended, and the paper dollar was worth only about 70 
cents in gold. To eliminate this depreciation it was proposed to retire the 
greenbacks. This led to a violent controversy lasting over a decade. 

Secretary of the Treasury McCulloch favored gradual retirement, and 
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at first there was little opposition to such action, so the Funding Act of 
April, 1866, gave him discretionary power to retire a limited amount of 
greenbacks monthly. But the business reaction of 1866-1867 greatly in- 
creased those opposed to retirement for fear prices would be lowered, and 
led Congress in February, 1868, to stop further contraction after $44 
million had been retired. When a series of more prosperous years ended in 
the panic of 1873 the monetary stringency led the Treasury to reissue some 
of these notes, raising the amount outstanding to $382 million, and in 1874 
a bill to increase this to $400 million was defeated only by President Grant’s 
\eto (see the chart on page 441). 

i^arly in 1875, facing loss of control of the House, the Republicans passed 
the Resumption Act. Though a compromise measure, it provided for reduc- 
tion of the greenbacks, in proportion as national bank notes were increased, 
to $300 million, for the resumption of specie payments on Jan. 1, 1879, and 
for the replacement of the fractional paper money with silver coin. In 
preparation for resumption, the Treasury accumulated gold, chiefly by 
selling bonds; the greenbacks steadily rose in value, reaching par in Decem- 
ber, 1878, and the next month specie payment was quietly resumed. Once 
restored to par, there was little incentive to present the greenbacks for 
redemption, especially as the shift to a favorable balance of trade after 1873 
reduced the likelihood of a serious demand for gold for export. Meanwhile, 
in May, 1878, the inflationist groups were able to pass an act stopping 
further destruction of the greenbacks and providing that any notes re- 
deemed could later be paid out again by the Treasury. The amount then 
outstanding, $346 million, has remained unchanged ever since, a relic of 
Civil War finance. 

After this substantial victory of the inflationists, the greenbacks ceased 
to be a political issue. But even when the decline in prices incident to the 
restoration of the circulating medium to a gold basis had ceased and the 
depression had passed, the general price level continued to fall for nearly 
two decades (see frontispiece). This intensified the demand for cheap 
money, and a combination of circumstances resulted in a shift in the cry 
for more greenbacks to one for a greater coinage of silver, which led to the 
free-silver movement. 

The Free-silver Movement. This combination of circumstances is 
found in four groups of developments each one of which reacted upon the 
supply (1) of silver or (2) of gold, or on the demand (3) for silver or (4) for 
gold, and all of which brought a sudden and marked decline in the value of 
silver relative to gold. As shown on the chart on page 666, the world’s 
output of gold slowly declined after 1860 until 1885. On the other hand, 
the output of silver rose very rapidly after 1860, chiefly as a result of the 
opening up of the Western mines in the United States. Consequently, the 
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commercial ratio of silver to gold, which had fluctuated within very narrow 
limits around to 1 since early in the century, after 1873 rose to over 
16 to 1 and soon was fluctuating around 18 to 1, a change greater than had 
occurred for over 200 years (see the chart on page 666). 

The existing coinage ratio for silver and gold dollars, fixed by the Act 
of 1837, was substantially 16 to 1. This law had provided for the free coinage 
of both metals, but in 1873, when the laws were being revised, the silver 



Fig. 69. Production of gold and silver in the United States since 1845. 

dollar was dropped from the list of coins to be freely minted. There was 
little objection at the time, since the coinage ratio undervalued silver as coin 
and little was taken to the mint. Thus when, in 1874, the commercial ratio 
of silver to gold most unexpectedly rose above 16 to 1 so that the coinage 
of silver into dollars would have been profitable, it was no longer legal. 
Thereupon, those wanting the free coinage of silver began to call this law 
“the crime of 1873.” Free coinage of silver then became the medium 
through which the cheap-money group sought to secure their objective, 
and they were vigorously supported by the Western silver producers. 

The first resulting law was the Bland-Allison Act of 1878, passed over 
the President’s veto. It was a compromise measure which, although not 
granting free coinage, did require the Treasury to buy not less than $2 
million nor more than $4 million of silver a month to be coined into dollars. 
It also authorized the issue of silver certificates on the deposit of silver dol- 
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lars in the Treasury, since the bulk of the dollar made it unpopular for 
general use. Lack of sufficient power in Congress prevented further action 
until the Republicans gained full control in the election of 1888. Then, in 
return for their support of the McKinley Tariff, a small group from the 
silver states who held the balance of power in the Senate were able to force 
the party to pass the Sherman Silver Act of 1890, an example only too 
typical of the manner in which much legislation is determined. This law 
required the government to buy 4.5 million ounces of silver monthly, about 
the country’s total output at the time; to pay for this, a new form of paper 
money was to be issued known as the Treasury Notes of 1890, redeemable 
in either gold or silver at the discretion of the Secretary of the Treasury 
and enjoying full legal-tender rights. This law practically doubled the 
monthly purchases of silver, and its passage led many to fear that the 
currency might soon be on a silver basis. This apprehension was soon 
greatly increased by other developments. 

The Culmination of the Free-silver Movement. First in importance 
was an abrupt drop in the price of silver after 1890, by which date the 
output was nearly double that in 1875, though the output of gold showed 
little change. Also marked alterations in the monetary demand for the two 
metals had been taking place. The rising demand for gold from countries 
on a gold standard was augmented when Germany shifted to that standard, 
1871-1873, and when in 1874 the Latin Monetary Union, including Franco, 
Italy, and several smaller nations with a bimetallic currency system, sus- 
pended the free coinage of silver. The resulting decline in the monetary 
demand for silver was greatly accentuated when in 1893 India, one of the 
chief silver-using countries, stopped the free coinage of the silver rupee. 
In consequence, the next year the commercial ratio of silver to gold fell 
to 32.5 to 1, which meant that the silver bullion in a dollar was worth about 
50 cents. 

The second factor bringing the free-silver movement to a climax was the 
outbreak of the panic of 1893 followed by a prolonged period of depression. 
Since uncertainty concerning the currency was one cause of the trouble. 
President Cleveland called a special session of Congress which repealed the 
Sherman Silver Law. The depression accentuated the downward trend in 
prices till in 1896 the lowest level in half a century was reached. The govern- 
ment was also having trouble in carrying out its announced policy of 
redeeming the greenbacks and the Treasury Notes of 1890 in either gold 
or silver as desired by the owner. Gold was being demanded, partly for 
hoarding, partly for export. As the Treasury faced a deficit, redeemed notes 
had to be paid out again for current expenses, thus creating an endless drain 
on its gold supply. Finally, it was forced to go out and buy over $200 
million of gold, 1894-1896, by means of bond issues. It was in the midst of 




FINANCIAL INSTITUTIONS SINCE 1860 


669 


all the resulting social unrest that the free-silver movement came to a 
climax in the presidential election of 1896, one that probably aroused 
greater popular excitement than any other since 1860. 

Led by William J. Bryan, the Democratic party declared for the free and 
unlimited coinage of silver at the ratio of 16 to 1. They asvserted that the 
steady decline in the general price level was due to the scarcity of gold and 
that free coinage of silver at 16 to 1, by increasing the supply of money, 
would ensure a rise in prices. Pointing to wheat, then selling in the West at 



Fio. 70. Gold and silver coinage of the United States, 1860-1938. 


around 50 cents a bushel, and other farm products at correspondingly low 
prices, Bryan argued that with free silver the price might again rise to $1, 
in which case it would require but half as many bushels to pay the farmers’ 
debts. To the great debtor class, so numerous throughout the West, this 
naturally made a strong appeal. The suggestion that the free coinage ratio 
be placed at some point above 16 to 1 that would correspond to the probable 
commercial ratio after the change met with little support, partly because 
that point could not be determined accurately but chiefly because it would 
have meant less inflation. 

The Republicans, with William McKinley as their nominee, opposed the 
free coinage of silver except by international agreement with the chief 
commercial nations, which they undertook to promote. As all international 
efforts since 1873 to secure such an agreement had failed, the proposal was 
felt to mean indefinite postponement of any action. Consequently, the 
party was regarded as really favoring the maintenance of the gold standard, 
and all the interests who believed that any other action meant a debase- 
ment of the currency, partial repudiation of debts, and financial chaos 
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rallied to its support. By election time, party lines were badly shattered. A 
group of Democrats favoring gold set up an independent ticket, and many 
silverites among the Western Republicans supported Bryan who was also 
the nominee of the Populist party. Though McKinley secured a good 
majority of the electoral vote, his margin in the popular vole was very 
narrow. 

The Disappearance of the Movement. With the danger of free silver 
removed, confidence began to return, and it became evident that the long 



Fig. 71. Stock of money in the United Slates by kinds, 1864-1914. 


depression was over. Yet it was not until 1900 that the gold supporters won 
sufficient strength in the Senate to consolidate their victory by the Currency 
Act of that year. This made gold the country’s standard, required the 
Treasury to keep other forms of currency on a parity with it, and estab- 
lished a gold reserve of $150 million with provisions for its maintenance for 
this purpose. This marked the last step in the legal establishment of the 
gold standard, though the first step had been taken in the Coinage Act of 
1834 and practically, except in periods of inflated paper, the currency had 
long been on a gold basis. Yet, as events soon turned out, the victory of 
those who supported gold to prevent depreciation proved far from sub- 
stantial, and the inflationists were still to have their inning. 

As the chart on page 666 indicates, a rapid rise in the world’s output of 
gold had started in the middle 1890’s; by 1899 it was valued at over $300 
million or nearly three times the average for the 1880’s; after 1905 it rose 
to over $400 million a year. This was due mainly to the opening up of the 
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rich mines of South Africa; those in the Yukon and Alaska contributed a 
portion, chiefly around 1900, and the new cyanide process for extraction 
made it possible to work many deposits previously unprofitable. By 1914, 
the world’s monetary stock of gold was over $8 billion or about twice that 
of 1896. 

Along with this and chiefly, as most believe, as a result of it, came a 
world-wide advance in the general price level. In the United States, whole- 
sale prices in 1910 were about 50 per cent above the low point of 1896 and 
the rise of farm products was generally greater (see the chart on page 442). 
Thus, except for the silver mine owners, the advocates of ii^e silver actually 
got substantially what they wanted — cheap money — but through the 
medium of gold instead of silver. Bryan could logically say ihat free silver 
was no longer necessary, and the movement quickly disappeared. It might 
be added that by 1920, as a result of the war, the money of the country, 
measured by the price level, had become cheaper than even the most dire 
predictions had asserted would result from free silver. All of this history 
suggests the urgent need of a monetary system that will eliminate the many 
evils attendant upon a fluctuating standard of value. 

The changes in the circulating medium after 1914, being closely related 
to changes in the national banking system, necessitate a prior account of 
the development of that system and this will include a history of its note 
issues, the only element in the circulating medium prior to 1914 which 
remains to be considered. 

The Provisions of the National Banking System. Though the laws 
establishing the national banking system were partly shaped by the war- 
time fiscal needs, they were designed primarily to set up a system in which 
the numerous evils still prevalent among state banks would be eliminated. 
There were hopes that the prohibitive tax on state bank notes would drive 
these banks out of existence, but the reduction in their number proved rela- 
tively brief and eventually they flourished as never before. The result was a 
new era in the history of banking where a dual system prevailed with keen 
competition between the two groups, and control was divided between the 
Federal authority and that of all the different states. To appreciate the 
improvements secured under national banks, the practices necessary for 
the efficient performance of banking functions noted in Chap. XXIV must 
be kept in mind. As the national banking act of 1863, owing to various 
defects, was replaced by a new act in 1864, the provisions of the former can 
be passed over. 

Since the unsound note issues of many state banks had caused the public 
the greatest suffering, the national banking law took particular care to 
remedy this evil. Adopting the old free-banking system device of notes 
backed by a deposit of securities, it avoided that system’s defect of unsound 
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securities by requiring a deposit with the Treasury of United States bonds 
only, against which notes could be issued up to 90 per cent of their market 
value but not over that percentage of their par value. The notes were not 
made legal tender but were to be accepted in payment by all national banks 
and by the government in all cases where specie was not required by law. 
They were redeemable on presentation at the bank of issue and also at 
agencies in the chief cities until in 1874 the Treasury was made the sole 
redeeming agency and the banks were required to maintain there a redemp- 
tion fund equal to 5 per cent of their outstanding issue. Originally, the total 
issue was limited to $300 million, then raised to $354 million in 1870, and 
there was soon an attempt to secure a sectional apportionment, but in 1875 
these restrictions were repealed, thus allowing real freedom of issue. As 
these national bank notes proved absolutely safe and circulated freely 
throughout the country, they were a great improvement over the state 
bank notes which they replaced. Their only real defect was lack of elas- 
ticity, as will be explained later. 

To help safeguard depositors, national banks were required to maintain 
certain reserves. Those in central reserve cities, which included New York 
and later Chicago and for a while St. Louis, had to keep a reserve of 25 
per cent of their deposits. Outside of the 5 per cent note redemption fund 
and clearinghouse certificates, this had to be made up of “lawful money” 
and be kept in the bank’s own vaults. Banks in reserve cities, eventually 
including about two dozen other large cities, also had to have a 25 per cent 
reserve, but half of this could be kept on deposit in banks in central reserve 
cities. All others had to maintain a reserve of 15 per cent, of which three- 
fifths could be on deposit in either class of reserve cities. These requirements 
also served as a check on overexpansion of loans. The importance of this 
was greatly enhanced because from this time on there was a marked 
growth in the practice of making loans in the form of a deposit credit 
instead of by the issue of bank notes, as had been common, at least outside 
the larger cities, before 1860. 

The permission to count deposits in reserve cities as a part of the required 
reserves tended to weaken the situation. Banks in smaller places wished to 
have deposits in the large financial centers against which they could draw 
to meet the needs of customers requiring funds payable in those centers. 
When the large city banks began to pay interest on such deposits, the 
country banks tended to shift any funds that they could not immediately 
use to the large cities, chiefly to New York, to secure this interest. Such 
deposits, being subject to sudden and heavy withdrawals, compelled the 
New York banks to maintain a large proportion of very liquid assets, and 
lending on call in the stock market became the favored means for so doing. 
The result was to pyramid the volume of deposits based on the actual cash 
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reserve of the whole system, to concentrate the ultimate reserve in New 
York, and to accentuate the fluctuation in the money market, especially 
in times of financial stress. 

To secure greater publicity as to banking conditions and effective ad- 
ministration of the law, control of the system was vested in the Comptroller 
of the Currency. Five times a year, on his call, each bank was to send him 
a report of its condition, and he was to make periodic examinations of the 
banks and in general enforce the law. Other safeguards imposed a double 
liability on the stockholders in case of failure and required ihe accumula- 
tion of a surplus. Loans to any single individual or coi*v. rn in excess of 
10 per cent of the paid-in capital were prohibited and also loans on the 
security of real estate, a practice that had proved disastrous Vo many slate 
banks. 

Certain features, of the system as a whole require emphasis. Unlike the 
earlier United States banks, it did not set up a single and dominating central 
bank; rather it provided for a large number of relatively small banks scat- 
tered throughout the country. Its highly individualistic and decentralized 
character reflected the general opposition to any concentration of banking 
power. The law required a minimum capital, rising from $50,000 in places 
of less than 3,000 inhabitants to $200,000 in places of over 50,000. Branch 
banks, with a very minor ex(;eption, were not permitted, and the prohibition 
against investing in stock of any other corporation checked any extension 
of control in this manner. Decentralization of control resulted in the man- 
agement of many banks falling into the hands of less experienced bankers, 
and it was impossible to secure the unity of action in bank policies so essen- 
tial either in coping with a financial crisis or in helping to check the develop- 
ment of such a crisis in the first place. The continued existence of the state 
banks only aggravated these difficulties. Thus when trouble arose, there was 
a tendency for each bank to try and save itself and let the devil take the 
hindmost; the results were distress and losses that might have been avoided 
had more unity of action prevailed. 

Although tha independent treasury remained, the Secretary of the 
Treasury was authorized to deposit some of the public funds in selected 
national banks known as “depository banks,” which had to provide special 
security for such deposits. In the earlier years, such deposits were small, but 
later they tended to grow, particularly in times of monetary stringency. 
As the banks came to believe that they could count on such deposits for 
aid in an emergency, they were less cautious in extending credit and main- 
taining adequate reserves. Another difficulty due to the independent treas- 
ury arose when large payments to the Treasury fell due with no corraspond- 
ing increase in government expenses, thus tending to create a stringency 
in the money market, unless the Treasury transferred some of its funds to 
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the depository banks. These diificullies largely explain the ultimate 
abandonment of the independent treasury system after the adoption of 
the Federal Reserve System. 

The Growth of the National Banking System. At first, the hope that 
most state banks would choose to become national banks seemed likely to 
be realized. The Federal laws, especially the prohibitive tax on state bank 
notes, were designed to induce the shift, but it took time to secure the state 
legislation required to facilitate it. By the autumn of 1865, over 1,500 
national banks with some $450 million of capital, surplus, and undivided 



profits had been organized, about equal to the number of state banks in 
1860; by 1868, barely 250 state banks remained. The system was thus 
early established in a dominating position, but it soon became evident that 
the state banks were not to be eliminated (see the chart on this page). 

After 1865, there was a fairly steady growth in the number of national 
banks to some 3,700 in 1900 with over $1 billion of capital, surplus, and 
undivided profits. It is significant that the item of loans and discounts, with 
which individual deposits tended to keep pace, showed a much higher rate 
of growth, the total of $2,600 million in 1900 being nearly five times that 
for 1866, thus reflecting the marked development of the use of deposit 
currency. The note circulation rose from $268 million in 1866 to $339 mil- 
lion in 1873 but, despite the removal of the limitation in 1875, there was 
little change till after 1884 and then a sudden decline to $129 million in 
1889. It was not until 1900 that it rose above $200 million (see the chart 
on page 670). The difficulty with the notes which this indicated led to a 
change of the law in 1900. 

The chief defect in these notes was their lack of elasticity. The amount 
in circulation, instead of fluctuating with the needs of business, tended 
rather to vary with the price of government bonds that were required to 
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secure them, since this substantially affected the profit obtainable from 
their issue. When these bonds were low in price during the 1870’s, note issue 
had been reasonably profitable; during the 1880’s, as many bonds were 
redeemed, their price rose rapidly, thus causing* the drop in the note cir- 



culation. Elasticity in these notes was made the more important because 
it was lacking in all the other elements in the circulating medium. This 
condition would have caused more trouble had it not been for the growing 
use of deposit currency, for that served as a substitute for money in most 
cases and it did possess a certain elasticity. The difficulty with it arose from 
the fact that, although it proved fairly satisfactory in ordinary times, it 
completely failed in times of panic. Then, when the chance to get needed 
loans was all the more necessary to allay the panicky feeling, every bank 
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to protect itself sought to contract its loans and the situation was only 
aggravated. 

An amendment to the law in thfe Currency Act of 1900 sought to make 
the issue of bank notes more profitable. Notes could be issued up to 100 
per cent of the market value of the deposited government bonds but not 
above their par value; new issues of bonds bearing a lower rate of interest 
were authorized so as to reduce their price; and the tax upon the notes 
secured by these bonds was cut. Another amendment lowered the minimum 
capital required of banks in places of 3,000 or less population to $25,000, 
mainly in the hope that more small banks would enter the system. A marked 
expansion both in the number of national banks and in their note issue re- 
sulted; the former rose to over 7,500 by 1914 and the latter to over $700 
million. 

However, the lack of real elasticity in the note issue still remained and, 
as has so often been the case, it required the devastating experiences of 
another panic to secure the needed reforms. This was supplied by the panic 
of 1907 which, though brief, was marked by an acute financial stringency. 
Immediately this led to the Aldrich-Vreeland Act of 1908, which provided 
for an emergency note issue secured by certain bank assets other than 
government bonds and subject to a tax that would ensure retirement after a 
monetary stringency ended. A quick increase in notes was thus possible, 
as was shown in the brief panic on the outbreak of war in 1914. This law 
was considered a purely temporary measure to meet any emergency until 
Congress had time to formulate a general revision of I he whole national 
banking system. 

Sad experience had at last produced a general conviction that such a 
revision was necessary. It was realized that the existing system was anti- 
quated, that certain features had been shaped by conditions arising out of 
the Civil War which had long ceased to exist, and that others had been 
due to old prejudices now outgrown. To study the problem. Congress 
created a Monetary Commission of its members headed by Senator Aldrich. 
After some 3 years of work, involving a far more thorough and scientific 
study than is accorded most important legislation, the commission reported 
in 1912. Owing to the long debate and a shift in the party in power following 
Wilson’s election, it was not until 1913 that the resulting Federal Reserve 
Act, involving less concentration of control than was originally proposed, 
became a law. As many of its provisions were shaped by developments in 
state banking during this period, these must be described before explaining 
this law. 

The New Era of State Banks. The state banks, which by 1868, follow- 
ing their loss of note issues, seemed on the verge of extinction, were after 
all destined to stage a great revival. In time, they regained a position equal 
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to that of the national banks, thus perpetuating the dual system of banking 
and the difficulties incident to effective control of the system as a whole. 
Among the state institutions, however, there developed different types with 
a specialization of functions that did not exist among the national banks, 
all of which were essentially commercial banks in character. There were 
three main groups of state institutions: commercial banks, trust companies, 
and savings banks, either stock or mutual. Actually the line between the 
institutions performing these specialized functions was not sharply drawn. 
As a rule, the savings banks were more definitely specialized in their 
activity and the trust companies came to engage in nearly every form of 
banking service. As the state commercial banks and trust companies 
became the chief competitors of the national banks, both groups are com- 
bined in the following figures of growth. 

In 1875, there were probably between 600 and 700 state banks and trust 
companies with over $100 million of capital and surplus, or about a sixth 
that of the national banks. A moderate growth up to 1886 raised the 
number to some 1,250 of which only about 40 were trust companies. By 
1893, state commercial banks outnumbered the national banks, though 
their resources were much smaller; then the rapid growth after 1900 raised 
the number of commercial banks to 14,600 by 1915 and that of trust 
companies to 1,600, the former having $700 million capital and surplus and 
the latter $900 million; combined, only a little below the total of $1.8 
billion of the national banks. Besides perpetuating the dual system, this 
growth indicated that the national banking system did not meet all the 
needs of the country. The reasons for this are found in the character of the 
institutions developed under state regulation. 

The Character of the State Commercial Banks. Since state banking 
legislation varied greatly, only the more general tendencies in regulation 
can be noted here. Eventually they tended to eliminate most of the worst 
abuses of the ante-bellum period and thus mark a new era in state banking 
history. Until the 1880’s, however, there was relatively little state banking 
legislation. As state bank notes disappeared, the need to protect them 
ceased, and protection of depositors had never been considered equally 
important. At first the number of state banks declined; some states had 
no provision for chartering new banks or required a special act of the legis- 
lature; others allowed their organization under general incorporation laws. 
Barnett ^ concludes that between 1865 and 1875 most were incorporated 
under special acts and between 1875 and 1887 under general business in- 
corporation laws. As the demand for state banks revived, more states 

1 Barnett, G. E., “State Banks and Trust Companies Since the Passage of the 
National Banking Act,** Washington, 1911. Much of what follows is based on this 
authority. 
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adopted general banking laws, and since 1887 most state banks have been 
organized under these laws which brought a marked improvement in their 
regulation. 

The general tendency in this legislation was to approach, though seldom 
to equal, the standards set up by the national banking system. Most states 
set a minimum capital requirement, commonly varying with the population 
and usually from $10,000 to $25,000 in the smallest places as against the 
$50,000 required for national banks up to 1900. More, if not all, of the 
capital had to be paid in before opening, and accumulation of a surplus 
was stressed. Provisions for assessment of stockholders to make up im- 
paired capital and for imposing greater liability upon them, generally 
double, in case of a bank’s failure, became common, though often ineffective 
in practice. 

To improve the character of the assets, the amount of loans to individuals 
or concerns was limited, though less strictly than in national banks; loans 
to directors and officers were also limited. In marked contrast to the 
national system, almost all states permitted loans on the security of real 
estate, sometimes with minor limitations. Recognition of the importance 
of reserve requirements came slowly but, as the growing use of deposit 
currency increased the need for this safeguard, most states adopted such 
requirements. Usually they were appreciably below those set for national 
banks and, unlike the latter, set a lower percentage against time and 
savings than against demand deposits. Deposits in larger city banks up 
to a certain amount could be counted as a part of the reserve, thus adding 
to the danger created by this practice in the national system. 

The states also took steps to ensure stricter enforcement of the laws, 
chiefly after 1887. More detailed and frequent public reports were required 
as well as a regular examination by state officials and often by the directors. 
More efficient methods for handling the affairs of banks in financial diffi- 
culties were adopted. Most states either prohibited branch banks or made 
no provision for them. In some, the right to hold stock in other corporations 
was used to build up a chain; elsewhere the same result was occasionally 
secured through common ownership of stock by groups of individuals. The 
net result was a state banking system which was even more individualistic 
than before 1860. The decentralization characteristic of both state and 
national systems was in marked contrast to the tendencies prevailing in 
most foreign countries. 

The Causes for the Revival of State Commercial Banks. As is 
suggested by the preceding account of state banking legislation, the revival 
of state banks was due to the advantages that these laws gave the state 
institutions over the national banks in carrying on certain lines of business. 
As summarized by Barnett, there were four main factors determining their 
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relative profitableness: (1) The superior credit and confidence enjoyed by 
the national banks, which attracted both deposits and capital. This was 
especially marked in the earlier years before more effective regulation of the 
state banks became common, but still remains appreciable. (2) The right 
to issue notes given to the national banks and practically denied to the 
state banks. This advantage also became far less important after the early 
1880’s, due partly to the growing use of deposit currency in place of bank 
notes, but mainly to the lower profit from the issue of notes, though this 
rose somewhat after 1900. (.‘1) The greater freedom of choice allowed state 
banks in making loans, especially the right to make loaiijs on the security 
of real estate, so important for banks in the agricultural districts. (4) The 
low reserve requirements for state banks, especially those ag.iinst time and 
savings deposits. 

The importance of these four factors for a given bank varied greatly 
according to its size, the economic activities dominant about its location, 
and the class of banking business emphasized. Other advantages were 
available to either state or national institutions, but they were of minor 
importance. Of the four main factors listed, only the first two would lead 
to a choice of a national rather than a state charter, and their importance 
greatly declined after the early 1880’s; hence the chief explanation for the 
subsequent rapid growth of state banks. Even the changes in the law in 
1900 to aid national banks did not prevent a still more rapid growth of 
state commercial banks down to 1914. 

State Trust Company Development. The remarkable growth of the 
trust companies after about 1890 can be attributed to two main causes: 
(1) In so far as they carried on the same lines of business as did national 
banks, the state laws controlling them were commonly more lenient than 
the national banking law, notably as regards reserve requirements and 
limitations on the character of investments. (2) The trust companies had 
the right to engage in a great variety of financial activities not open to 
national banks, and there was a steadily growing demand for these services, 
particularly in the large cities. These advantages were such that the larger 
national banks often secured some afiiliation with a trust company to benefit 
through the mutual exchange of business. 

The demand for the special services which the trust companies provided 
arose chiefly from the growth of corporations with their varied security 
issues, the rise of large personal fortunes with the increasingly complex 
problem of their management, and the growth in volume and size of real 
estate transactions; however, numerous other developments contributed 
to the outcome. Thus the trust companies acted as trustee for issues of 
corporation bonds, they registered and transferred stocks, and were useful 
in various receivership operations. For the private individual they were 
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prepared to manage his financial affairs, accept various forms of trusts, and 
settle estates. When, in addition to these and other services, they took 
savings accounts and also carried on all the functions of a commercial bank 
it is clear how they came to be called the “department stores of finance.” 

Although most of these specialized activities were developed by the trust 
companies during the second half of the nineteenth century, the last 
quarter of the century also saw them increasingly active in the general 
banking field. By the middle 1880’s, the regular commercial banks were 
complaining of this competition as unfair, since there was then little 
regulation of the trust companies. Stricter control soon spread to all the 
states, but the competition faced by the national banks still remained such 
that, when the Federal Reserve System was adopted, these banks were 
allowed to assume some of the special trust company activities to put them 
on a less uneven competitive basis. 

State Savings Banks. Though savings deposits were accepted by most 
commercial banks, both national and state, there was also a group of state 
institutions that practically confined itself to this business. Previous to 
1850, the growth of this group had been slow, and in 1860 there were prob- 
ably less than 300 with around $150 million of deposits, but a rapid increase 
at this period raised the deposits to over $900 million in 1875. By 1913, the 
deposits in the mutual savings banks, much the more important class in 
this group but mainly confined to the North Atlantic states with a few 
in the North Central states and California, had deposits of around $4 
billion. The other class, the stock savings banks, though more widely 
scattered, were much less numerous. Many localities had no specialized 
savings banks and depended on commercial banks, trust companies, or the 
post office for savings depositories. In 1913 of the total savings deposits 
(including time certificates of deposit and postal savings) of over $8.5 
billion, the mutuals held less than half, the other state banks a slightly 
smaller proportion, and the national banks around one-sixth. 

During this period, the private banks, fairly numerous before 1860, 
steadily declined in importance, though adequate statistics are lacking. 
One state after another prohibited them; apparently the decline was slow 
until 1930, since when they have been almost eliminated. 

The Provisions of the Federal Reserve Act. The two reforms in the 
national banking system generally accepted as being most urgent were (1) 
a more centralized system, into which it was desirable to draw more of the 
state institutions, with greater control by the government, and (2) a more 
elastic note issue. To promote the first, there was created the Federal 
Reserve Board and a group of Federal reserve banks each serving one of 
the twelve districts into which the country was divided. The board had 
seven members, and was vested with the general supervision of the Federal 
reserve banks and the issue of Federal reserve notes. It could require these 
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banks to rediscount the discounted notes of one another at rates that it 
fixed and could temporarily suspend the reserve requirements subject to 
certain taxes. 

The Federal reserve banks were designed to- function exclusively as 
bankers* banks. Each was to receive deposits, hold reserves, issue notes, 
make rediscounts, and clear checks for the member banks in its district. 
It could also deal directly with others in the open market by buying and 
selling certain classes of paper. Furthermore it was to serve as a depository 
and fiscal agent of the government, thus ending Ihese functions of the 
independent treasury. Each bank had a board of nine direci^v^rs, three being 
chosen by the Federal Reserve Board and two <;ach by three groups of 
large, medium-sized, and small member banks in its district; a majority was 
to represent the government, the public, and economic interests other than 
banking. The decision to create twelve of these regional banks, rather than 
the eight which the law permitted or a single central bank such as was 
common in Europe, reflected the still prevalent fear of too much centraliza- 
tion, though the powers given the Federal Reserve Board did mark an 
appreciable step in that direction. It was also argued that the United States 
was far too large and the economic activities of different sections far too 
diverse to make a central bank practicable, quite regardless of any demo- 
cratic ideals. 

Underlying the Federal reserve banks were the member banks made up 
of two groups: (1) all national banks and (2) such state banks as chose to 
become, and were accepted as, members. The law required all national 
banks to join the system or give up their Federal charter; it also included 
provisions to facilitate the shifting of state banks to national banks. State 
banks still desiring to exercise the powers granted by their charters were 
allowed to become members of the Federal Reserve System, provided they 
complied with the reserve, capital, and certain other requirements estab- 
lished for national banks. Every member bank had to subscribe to stock 
in the Federal reserve bank of its district an amount equal to one-sixth of 
the member bank’s capital and surplus, and dividends on this stock were 
limited to 6 per cent. 

To strengthen the system by inducing more state banks to take out 
Federal charters, national banks were given certain advantages which they 
had previously lacked in their competition with state institutions. They 
were allowed to act in various fiduciary capacities where competing state 
banks existed, the prohibition of loans on real estate was modified, and 
reserve requirements were reduced. Unfortunately some of these modifica- 
tions to meet the competition of state institutions led to later trouble — 
one more illustration of the difficulties arising from a dual banking system. 

As the law was amended in 1917, a reserve of 3 per cent was required 
against time deposits payable after 30 days* notice in the case of all banks; 
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against demand deposits, central reserve city banks had to have a reserve 
of 13 per cent, reserve city banks 10 per cent, and country banks 7 per cent. 
This involved a considerable reduction as compared with the old national 
banking law, especially on time deposits where the desire to meet competi- 
tion from state institutions was obvious. All this legal reserve now had to 
be kept on deposit in the Federal reserve banks of the district. It did not 
include money kept on hand to meet withdrawals, or deposits in banks 
elsewhere kept to meet customers’ needs; these were left to the discretion 
of each bank, but such funds added to the actual, if not the legal, reserves. 
The Federal reserve banks in their turn were required to maintain a legal 
reserve of lawful money of 35 per cent of their deposits; in an emergency, 
this limit could be temporarily suspended by the board, subject to a tax 
on the deficiency. In 1945, the requirement w as cut to 25 per cent. 

The main devices of the new system for securing greater concentration 
of control were the powers granted the Board and the raserve banks to 
influence the expansion or contraction of bank credit and the money 
market. These were chiefly exerted through two means: (1) the open-market 
operations of the reserve banks and (2) the control over rediscount rates. 
By selling or buying certain classes of paper in the open market anywhere 
in the country, the reserve banks could withdraw from, or add to, the sup- 
ply of funds available in any region, as well as shift them from region to 
region, and thus influence in some measure the money market rates. The 
same purpose could be served by the rediscounting of discounted paper at 
another reserve bank. Thus, through the concentration of reserves in the 
reserve banks and the means for shifting them among these banks, greater 
efficiency in the use of the reserves was secured, which was vital in time of 
stress, and also at all times a greater mobility of funds that promoted their 
most economical use. 

The reserve banks by fixing the rate at which they would rediscount 
eligible paper for the member banks could largely determine the minimum 
rate that those banks must charge their customers for loans, as long at 
least as their position was such that they had to rediscount at the reserve 
bank to extend their loans. Above this, and more important, was the power 
of the Federal Reserve Board to fix the rate in any district where it saw 
fit to intervene. Typically, it is the individual bank that gives way to local 
pressure for greater credit. It was hoped that the district reserve banks 
would be less subject to such pressure and that the Federal Reserve Board’s 
actions would be governed solely by nation-wide interests; even so, success 
depended much on human judgment which, as events proved, was not 
infallible. In fact an outstanding feature of the whole Federal Reserve 
System was the greater reliance upon human wisdom in its administration, 
as contrasted with the inelastic, cut-and-dried provisions of the old national 
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banking law. In this lay much of its hope, but also possibilities of serious 
weakness. 

The objective of greater elasticity in the note issue was secured by 
authorizing what was called “asset currency,” . that is, notes secured by 
certain classes of short-Liine paper arising out of transactions in trade, in- 
dustry, and agriculture, in place of the notes secured by government bonds 
under the old law. These notes were issued by the Federal reserve banks 
and were secured by specific classes of short-time paper or by deposit of 
gold or gold certificates. Against its issue, each bank had to maintain a 
gold reserve of 40 per cent, though in emergency this liin'* could be tempo- 
rarily suspended by the Board, subject to a graduated tax on the deficiency. 
This was cut to 25 per cent in 1915. Additional provisions supplemented 
by more effective ac.tion in 1935, were designed to secure the gradual retire- 
ment of the bond-secured national bank notes; there was also authorization 
for the issue of Federal reserve bank notes to be similarly secured, but this 
was withdrawn after the Second World War. Elasticity in the Federal 
reserve notes was expected to come from the rise and decline with business 
conditions of the supply of short-time self-liquidating paper on which they 
were based. Prompt retirement was furthered by prohibiting each reserve 
bank from paying out the notes of other reserve banks which it received 
and requiring that they be sent back to the bank of issue; the fact that these 
notes were not made legal tender and could not be counted as part of the 
legal reserve of a bank had the same result. 

It is to be noted that the Federal Reserve System also sought to provide 
for greater elasticity in the deposit currency, particularly so as to facilitate 
expansion in time of panic and avoid the contraction common under the 
old system on such occasions. The provisions permitting a suspension of the 
reserve requirements and a more effective mobilization and control of all 
the banking resources of the system served this end, while others were 
designed to secure contraction once the emergency had passed. Yet the 
greater elasticity provided only created the greater need for wise control. 

Among other progressive features of the new law, mention should be 
made of the extensive system set up by the reserve banks for the clearing 
and collection of checks, which was much more efficient and economical 
than prevailed before, though opposed by many banks that lost revenue 
through the insistence on par collection. A service of a similar character 
was provided by the creation of a Gold Settlement Fund under which the 
reserve banks kept a large gold deposit in the Treasury which could be 
counted as a part of their legal reserve. By settling daily balances between 
the reserve banks through b<jok transfers of these deposits, considerable 
expense in the actual shipment of money is saved. The use of the reserve 
banks as fiscal agents of the government led to more efficient handling of 
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the funds and, under a law of 1920, these banks took over much of the 
remaining work of the subtreasuries, which were then abolished, thus 
ending the independent treasury system and its attendant difficulties. 

Another set of the law’s provisions was designed to aid the financing of 
foreign trade and other international transactions. The reserve banks were 
empowered to establish agencies, and the larger national banks, branches, 
abroad. In 1919, the formation of corporations to engage in international 
banking and other international operations was authorized. A more effec- 
tively organized market for foreign bills was also created. 

The Development and Work of the Federal Reserve System, Actual 
operations under the Federal Reserve System started in November, 1914, 
and for the next 5 years were dominated by conditions arising out of the 
war. When the country entered the war, the fiscal needs of the government 
so completely controlled the banking development that the latter can be 
explained only in connection with the history of wartime financing, which 
will be covered in the chapter devoted to the war period. Here it must 
suffice to note that the method adopted for financing I he war would scarcely 
have been possible under the old national banking law, but was greatly 
aided by the lederal Reserve System. The more effective mobilization and 
control of the country’s banking resources provided by this system better 
ensured their conservation and use for the nation’s chief needs. The system’s 
possibilities for a great expansion of note issue and deposit currency, ex- 
tended by amendments during the war, proved essential in carrying out the 
financial plans adopted. That the result was such an expansion as to pro- 
duce great inflation with all its attendant evils must be charged to the plan 
of financing chosen, though it was made possible by the new system. An- 
other result was that the later development of the system w^as vitally in- 
fluenced by the abnormal strain placed upon it during these formative 
years. 

In the sudden and sharp reaction of 1920-1921 which followed the post- 
war boom, the now system showed its superiority over the old system in 
at least one re.spect. Despite the great drop in prices and the business set- 
back, the country was able to pass through these difficulties without de- 
veloping such panicky conditions, with the unnecessary losses attendant 
thereupon, as had marked earlier business revulsions. 

A better opportunity for judging the new system was provided in the 
Mowing decade when, for the first time, the Federal Reserve Board was 
freed from domination by the government’s fiscal needs, though still faced 
with many postwar reactions. The system’s advantages became evident in 
the extension of its check clearing and collection service, in the economy of 
the Gold Settlement Fund, and in the efficiency of its work as a fiscal 
agency. In addition the bank acceptance was developed, a wider discount 
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market was provided, the handling of international transactions was 
facilitated, and the mobility of capital funds was increased. 

Yet in one important respect the system failed to justify the hopes of its 
advocates, at least those of the more optimistic.* It did not prove equal to 
checking those forces generating the unprecedented speculative activities 
that culminated in the stock-market crash and the great depression starting 
in 1929. The question how far the administration of the system or how far 
the limit of powers inherent in the system can reasonably be held in some 
measure responsible for this failure has aroused much controversy. That 
some of the underlying causes of the prolonged depression, including many 
arising out of the war and most originating abroad, were beyond any control 
of the Federal reserve authorities is obvious. Yet it is clear that the lower 
standards set for banks in the system with the possibilities for expansion 
of credit had unfortunate consequences and certainly aggravated the sub- 
sequent distress, notably that due to stock-market speculation. The weak- 
ness of the system inherent in the dependence on human judgment was 
shown in the failure of its authorities to use their full powers to check 
dangerous developments. 

An unanticipated development aggravating the banking problems of 
these years was the large net inflow of gold. As it reached the banks, it was 
increasingly used as backing for Federal reserve notes instead of the eligible 
short-term paper, and the amount outstanding thus became less responsive 
to the needs of trade. Also, as it added to the reserves, it greatly increased 
the potential expansion of bank credit. This put pressure on the banks to 
increase their loans or investments, thus ensuring an easy money market, 
and impaired the power of the reserve banks to check the expansion of 
credit. 

As the demand for commercial loans increased very little between 1921 
and 1929, the funds of member banks were diverted to other channels; their 
loans on securities more than doubled and those upon real estate more than 
tripled during these years, the latter being stimulated by a further modifi- 
cation of the law in 1927. These trends greatly altered the general character 
of the banks’ assets; a much larger proportion came to consist of a type that 
was neither liquid nor readily shiftable without serious losses in any sub- 
stantial reaction. It was commonly the large percentage of such assets, too 
often based on speculative valuations, that proved disastrous for so many 
banks after 1929. 

Another disquieting development of these years was the large number 
of bank failures, even before the wholesale collapse after 1929. Though the 
sharp drop in prices had ended in 1921, in the 6 years following 1923 nearly 
4,300 banks failed, of which 550 were national banks. The average for the 
latter group of 91 failures a year offers a sad comparison with the average 
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of H a year for the period 1863-1913 under the old national system. Most 
of the failures were among small banks, a group severely hit by the contin- 
ued agricultural depression as well as by the loss of business to the cities 
as the use of automobiles spread. One result was to cut the total number 
of banks one-sixth below the peak of 1922, though consolidations played a 
minor part in this. Another outcome was a decided increase in the average 
size of banks for, despite the loss in numbers, total bank assets rose nearly 
50 per cent. 

Another hope concerning the Reserve System was destined to disappoint- 
ment: few state institutions chose to become nafional banks and some 
national banks shifted to a state charter. Thus such increased centralization 
of control as had been anticipated from this source failed to materialize. 
On the other hand, a substantial number of those that preferred to operate 
under a state charter did eventually seek to become members of the Reserve 
System, and this entailed somewhat greater centralization. The growth in 
this class of members was stimulated by amendments of the law in 1917 
and by state laws designed to make such membership easier as well as 
more attractive; this was followed during the war by urging membership 
as a patriotic duty to help conserve banking resources. As a result, by 1922 
the membership of state institutions, typically the larger ones, had risen 
to a peak of over 1,600 with resources of $11 billion, but there still remained 
nearly 9,700 eligible nonmembers with slightly greater resources. At this 
time there were over 8,000 national banks in the system with $20.7 billion 
of resources. Thus the total membership of the system included less than a 
third of all the banks, but possessed nearly two-thirds of the total banking 
resources. By 1940, out of over 14,000 banks 8,000 still remained outside 
of the system, but their proportion of total bank assets had fallen to less 
than one-sixth. This situation had altered little by 1945. 

A minor type of concentration appeared in the revival of branch banking. 
In striking contrast with the trend in many countries, branch banking had 
practically disappeared in the few states where it had existed before 1860 
and, even when it began to reappear after about 1900, its growth was very 
limited. It has been confined chiefly to state institutions in the few states 
that authorize it, notably California, New York, Michigan, and Ohio. In 
1927, national banks in such states were authorized to open branches in 
their own town or city, and a few converted state banks already had them. 
By 1938, some 200 national banks had nearly 1,600 branches. Very few 
found it profitable to maintain the foreign branches authorized in 1913 and 
by 1940 less than a dozen had a total of about 200. Despite the claim that 
branch banking ensures greater strength and better management, it faces 
the traditional dislike of concentrated banking power and the strong 
opposition of the small banks. 
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The Banking System and the Depression. The continued decline in 
the prices of commodities and in security values for 3 years after the stock- 
market crash in the autumn of 1929 left the banks in a desperate situation. 
Over 5,000 failed during these years, and in 1933 another 1,000 went under 
before the bank holiday was declared on March 5; 2,600 more did not reopen 
at the end of the holiday. These failures involved over $5 billion of depovsits 
and reduced the total number of banks to 15,000 or about half that in 1922. 
As failures mounted and deposits were withdrawn for hoarding, the govern- 
ment sought to provide assistance. 

The Reconstruction Finance Corporation, organized I. 1932, advanced 
money to distressed banks, either as loans or by purchase of newly created 
preferred stock; the Banking Act of 1932, subsequently extended till made 
permanent in 1945, allowed Federal securities to be used as collateral for 
Federal reserve notes and made possible an expansion of bank credit and 
the circulating medium as well as large purchases of government securities 
by I he reserve banks to help relieve the money market. Yet it proved im- 
possible to allay the growing alarm of deposiUrc»; when Michigan’s governor 
in February, 1933, declared an 8-day bank holiday to check withdrawals, 
depositors everywhere became panic-stricken, and similar action had to 
be taken in other states. When President Roosevelt took oflice on March 4, 
scarcely any banks remained in full operation; the banking system was 
practically paralyzed. No system could stand such a strain, but the basic 
fault was in allowing the banks to get into a condition such as to create a 
general fear as to their solvency. 

No administration had ever come into oflice in this country at the mo- 
ment of such an acute economic crisis. The action taken was prompt, 
vigorous, and on the whole remarkably successful. The President imme- 
diately proclaimed a bank holiday which lasted for most until March 15, 
when all solvent banks, about 13,000, were licensed to reopen under restric- 
tions; some 4,200 wilh $1 billion of deposits were placed under Federal 
conservators or state receivers. The Emergency Banking Act was quickly 
passed which ratified the bank holiday, authorized the issue of Federal 
reserve bank notes against government obligations and certain other assets, 
allowed the ''rreasury to call in gold, and provided for aid to banks by loans 
or the purchase of their preferred stock, and for the reorganization or liqui- 
dation of closed banks. 

These measures undoubtedly prevented enormous needless losses. Public 
confidence in the banks allowed to reopen was quickly restored, and the 
money withdrawn for hoarding — estimated at from $1 to $2 billion — was 
redeposited. The restrictions on the business of the reopened banks were 
soon removed, and the closed banks either reorganized or liquidated in a 
manner to minimize the losses involved. The thoroughness of the banking 
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purge is shown by the small number of failures in the following years, the 
annual average for all banks through 1940 being forty-five, and for members 
of the reserve system only three. 

The weaknesses in the banking system disclosed by sad experience led 
to new efforts at reform. The Banking Act of June, 1933, sought to divorce 
commercial and investment banking by forbidding member banks to 
engage in investment banking or trust operations, either directly or through 
affiliates. It prohibited the payment of interest on demand deposits, and 
allowed the board to limit that on lime and savings deposits, opened 
membership in the system to industrial and savings banks, authorized 
branches in states where such were allowed, set up checks on loans for 
speculation in securities, commodities, or real estate, abolished the double 
liability on future issues of national bank stock, and initiated a system for a 
limited guarantee of deposits. The later Banking Act of 1935 was devoted 
largely to detailed regulations for carrying out the pre\ious legislation. 

In place of the Federal Reserve Board a new Board of Governors was 
put at the head of the reserve system, an Open Market Committee subject 
to it was given control of the open-market operations of the banks, and 
the purchase of government securities by the reserve banks was limited to 
open-market operations. Especially important in strengthening the control 
over credit was the power granted the new board to raise the reserve re- 
quirements up to double the existing percentages. A more quastionable 
change increased the power of national banks to make real-estate loans. 

As finally determined under the Act of 1935, all member banks in the 
Reserve System were required to join in the Federal Deposit Insurance 
Corporation and qualified nonmember banks might do so, except after 
July 1, 1942, those with deposits exceeding $1 million. By that time over 
nine-tenths of all banks were insured. The maximum insurance provided for 
any one depositor was $5,000, and the insurance fund was to be built up 
by assessing the banks on the basis of their deposits. The supervisory rights 
of the corporation over the practices of the banks having insurance status, 
together with its power to admit or to expel, may be a powerful instrument 
for enforcing a high standard of banking. Forceful administration will be 
essential, for the chief argument against guarantee of deposits is that it 
tends to encourage lax banking practices. 

After 1933, the great influx of gold and the resultant rise in the excess 
reserves of the banks created a danger of unwise credit expansion on any 
revival of prosperity. To check this, the new power to double the reserve 
requirements was used to the limit by January, 1937. As gold continued to 
flow in, it then became necessary to sterilize the influx by keeping it out 
of the reserves, at least for the time being. Meanwhile, the banks found the 
chief outlet for their new funds in the purchase of government securities 
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issued to meet the large annual deficits. Even this outlet was not sufficient 
to prevent interest rates from falling to the lowest level in the country’s 
history. Thus when war came again, the nation, with its abnonnal stock 
of gold and low interest rates, was in an unusually strong position to meet 
the tremendous financial strain involved; but the weaknesses inherent in 
its dual banking system had only been modified rather than eliminated. 
How the system passed through the ordeal will be described in the chapter 
devoted to the war. 




Chapter XL 

FINANCIAL INSTITUTIONS SINCE 1860 {Continued) 


Agricultural Credit Institutions. The Federal enactments between 
1913 and 1923 designed to overcome the previous deficiencies in meeting 
the financial needs of agriculture by providing for short-, intermediate-, and 
long-term credits were described in Chap. XXXI. The fact that by far 
the greater portion of the loans obtained from the Federal and the Joint- 
Stock Land Banks was used to pay off existing mortgages shows that the 
farmers thus secured a chance to borrow on more favorable terms than 
would otherwise have been possible. This helped relieve the situation during 
agriculture’s difficult decade of readjustment after 1920, but when the 
prices of farm products underw^ent another sharp decline after 1929, addi- 
tional financial aid was urgently required. As the attempts to provide this 
under the acts of 1929 and 1932 proved hopelessly inadequate, the Roovse- 
velt administration in 1933 promptly passed laws making possible a great 
increase in agricultural credits and securing a more effective coordination 
of the vjirious lending agencies. 

This legislation set up the Farm Credit Administration as the head of a 
coordinated system under which four groups of lending institutions were 
to operate: the former Federal Land Banks and the Federal Intennediate 
Credit Banks, together with the newly created Production Credit Corpora- 
tions, and the Banks for Cooperatives. (As many of the former Joint- 
Stock Land Banks had failed, partly because of poor management, provi- 
sion was made to wind up the affairs of all of them.) One institution of 
each type was located in each of the twelve districts into which the country 
was divided. The new Production Credit (Corporations were to lend to and 
supervise local discounting agencies known as “production credit associa- 
tions” making loans for current production needs; the new Banks for 
Cooperatives were to extend commodity, operating capital, and facility 
loans to farmers’ cooperatives. In 1933, to provide more risky mortgage 
loans than the Land Banks would make. Land Bank Commissioner loans 
were authorized, and $200 million was appropriated for this purpose. Since 
this sum was totally inadequate to meet the demand and the Land Banks 
were having trouble selling their bonds, additional financial support was 
provided by the creation of the Federal Farm Mortgage Corporation in 
1934. It was authorized to issue up to $2 billion of government guaranteed 
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bonds and to use the proceeds to buy Land Bank bonds or for Land Bank 
Commissioner loans. Other forms of farm credits provided at this time for 
special purposes are described elsewhere. 

The rapidity with which farmers took advantage of the new Federal 
credit legislation is ample evidence of the benefits it offered them, par- 
ticularly in the distress of the depression but also in the long run. By 1936, 
the outstanding advances of the Farm Credit Administration totaled $3.5 
billion of which $2.9 billion was farm mortgage loans, and the figures for 
1 940 were not much lower. One result was the transfer to Federal agencies 
of about 40 per cent of the farm mortgage debt; probably four-fifths of the 
loans were used to pay off existing mortgages. Also the terms of the new 
loans were much better. The rate on Land Bank loans, usually 5 to 6 per 
cent from 1917 through 1934, was later cut to 4 per cent and repayment of 
the principal was made easier. This Federal competition also forced easier 
terms on loans sccimed from private sources. 

Undoubtedly the scries of acts fr(»m 1913 on, whatever their defects of 
detail, did end the long period of neglect in providing for the particular 
financial needs of agriculture. For the first time, there was a group of large 
banks with the definitely specialized function of serving these needs, and 
they largely overcame the typical farmer’s disadvantageous borrowing 
position due to his isolation, his lack of resources, and his individualistic 
small-scale enterprise. The increased mobility in the flow of capital to this 
activity obtained by organizing the market on a basis that wijs national in 
scope was of advantage to the whole economy as well as to the farmer. 
That the new credit facilities were misused and that there were many cases 
where farmers would have been better off in the long run if credit had not 
been so freely available is true, but this means that the new credit institu- 
tions were susceptible to abuse and more care was needed in the details of 
the laws and in their administration, not that they were undesirable. 
Whether the laws went so far as to provide a public subsidy to agriculture, 
and if so were still justified, involves issues of social policy that cannot be 
settled on purely economic grounds. 

The Growth of Dealers in Securities. As capital increased in volume 
and importance and as the corporation grew in popularity, the business of 
dealing in the rapidly mounting volume of security issues — by 1929 this 
had risen to over $10 billion — expanded accordingly. This made possible 
much greater specialization in this business and thus a more efficient 
security marketing organization. 

Although there is still much to be learned about the history of security 
dealers, it seems clear that the bond house was at first the chief specialized 
institution. Its growth was greatly stimulated by the large sales of Federal 
and state bonds during the Civil War and then by the mounting issues of 
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municipal and minor political units and the great volume of new railroad 
bonds. Starting a little before 1900, the bonds of industrial, public-utility, 
and other companies, previously relatively few in number and with rather 
localized sales, began to be issued in vastly greater quantities and soon 
secured a national market. At this period too, when the high price of urban 
land and the great skyscrapers erected thereon required an investment 
much larger than could be easily financed by a simple real estate mortgage, 
the loan was divided into small units through the issue of bonds secured 
by a mortgage. By 1931, following the building boom of the middle 1920*s, 
some $10 billion of such bonds were outstanding. Though the market for 
most of these issues was rather localized, a specialized group of dealers 
arose for handling them. 

After 1860, just as previously, private banking concerns doing a hetero- 
geneous financial business, handled many of the bond issues. Among these 
were the foreign banking houses or those with foreign connections through 
which American securities were sold abroad — a small but important group 
whose activities were considerably expanded after 1865. Although some of 
these concerns came to specialize in one class of bonds, such as government 
and municipal, railroad, or public utility, others broadened their activities 
to include the handling of a wide range of stocks, especially after the rapid 
growth of such issues starting in the late 1890’s. Such concerns became the 
great investment bankers to which the large corporations turned to dispose 
of their security issues. Individually or, if the issue was large, in groups 
organized as a syndicate, these bankers were prepared to underwrite an 
issue so that a corporation could be certain of having the needed funds when 
required. Through an extensive clientele, often augmented by branches or 
correspondents all over the country, the bankers provided the desirable 
broad market, often nation-wide, in which to dispose of such issues. 

A somewhat hierarchical system of investment bankers was thus evolved. 
At the top stood a few powerful groups which individually or as syndicate 
managers controlled the marketing of most large issues and were likely to 
be represented on the directorate of the issuing corporation. The origination 
of smaller issues might be undertaken by less important houses; a host of 
others, seldom or never originating issues, engaged chiefly in their distribu- 
tion. The growth and profits of this business were such that the larger 
commercial banks often organized, or affiliated with, an investment house 
to obtain a share of it. In time, certain investors, notably the big insurance 
companies, were buying on such a scale that, either individually or as a 
group, they were prepared to buy the whole of a large issue direct, thus 
saving the middlemen’s costs. 

The inv^tment banking house also performed various functions besides 
that of distributing securities. Originating houses could give valuable 
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advice to the issuers as to the provisions of a security and the conditions 
under which the sale would be most successful. Specializing in the business 
and possessing a large clientele, they can ordinarily distribute a large issue 
more widely and efficiently than anybody else. Their investigation into 
the business and the legal problems involved to determine the probable 
soundness of an issue, being made by experts, though subject to errors of 
judgment, tends to provide some protection for the investor and also to 
direct the flow of capital into the most productive lines. Because the lure 
of profits led too many to fail in the adequate performance of this function, 
more governmental regulation of the business was found necessary. 

Evolving out of the note brokers of earlier years, the commercial-paper 
house became another specialized type of distributor. Through it large con- 
cerns making much use of short-term paper could secure a wide distribution, 
chiefly among banks. It reached the height of its importance around the 
middle of this period, for after 1920 many concerns borrowed less working 
capital. With the recent expansion of installment selling, specialized finan- 
cial corporations have arisen to take over paper thus arising. A similar 
service is offered by concerns advancing loans on business accounts receiv- 
able. An entirely separate group was made up of the promoters of highly 
speculative, if not purely fraudulent, enterprises that found their own clien- 
tele in the ignorant or “sucker” classes and mulcted this credulous public 
of sums estimated at several hundred millions annually. 

The Expansion of Stock Exchanges. With the rapidly rising volume 
of securities that sought a wide and constant market, the business of the 
stock exchanges expanded accordingly. Government, state, or municipal 
bonds and railroad stocks and bonds continued to be the chief classes of 
securities dealt in until about 1900; but in time industrial and public-utility 
issues took the lead. Other classes also appeared including, mainly since 
1914, various foreign issues both public and private. New exchanges were 
organized in all the important financial centers, though their dealings were 
chiefly in local issues. The New York Stock Exchange, however, easily 
retained its predominance with a volume of business far exceeding the 
total of all others combined. At the peak in 1931, nearly 3,000 issues of 
stocks and bonds were listed there with a total market value of about $100 
billion. During the peak year of its activity, 1929, over a billion shares of 
stock and nearly $3 billion worth of bonds were sold there. In scale of 
operations, elaborateness, and technical efficiency no other organized 
market in the world can compare with it. 

By maintaining a large and ever-open market for securities, the stock 
exchange increases the mobility and liquidity of capital ; it offers facilities 
for shifting risks by hedging, and furthers the quick adjustment of values 
to changing conditions. Though its operations have not been free from the 
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disturbing eflfects of speculative manipulation, the regulations of the ex- 
change have reflected a growing sense of social responsibility, yet they fell 
short of what was needed. 

Aids and Safeguards for Investors. The growing group of investors 
and the greater variety of securities available have accentuated the problem 
of safeguarding the investor and guiding him to select such investments as 
best fit his individual needs. Banking institutions, long one of the common 
investors’ most widely used sources of advice, have greatly expanded their 
services both in providing advice and in handling investments. Recently 
the new profession of investment councilor has arisen to specialize in 
guidance. Equally recent in this country is the investment trust of various 
types, first widely used in the speculative boom that ended in 1929. Organ- 
ized at such a period, lacking experience, too often employed only to get 
control of other people’s money to be used for some promoter’s gain, and 
not then subject to adequate c(mtrol, many proved unsound. Yet, with their 
defects eliminated, such trusts can prove very serviceable. To secure such re- 
forms was the purpose of the Federal Investment Company Act of 
1940. 

The investor has been aided by sounder accounting practices and the 
mass of factual data and analytical studies provided by newspapers, jour- 
nals, manuals, and special services. The basic task is still to educate the 
ignorant investor, at least to the point where he will secure competent 
advice. To provide this class with some safeguards against the output of 
highly speculative or fraudulent securities, most states have passed so- 
called “blue-sky” laws, though with only moderately successful results. 
An attack upon the lax corporation laws that provide the legal basis for 
most such schemes might prove more fruitful. Lacking such an attack, 
which would have to be general to be eftective, the work of the Securities 
and Exchange Commission (the SEC) has been useful in regulating the 
better class of issues that sought a listing on the exchanges. In such ways, 
the waste of capital due to its diversion into unsound enterprises can be 
lessened and, in the case of fraudulent schemes, the suffering caused by 
the loss of the ignorant investor’s hard-earned wealth can be prevented. 

Building and Loan Associations. Though the first of the building and 
loan associations dates back to 1831, even a moderate growth began only 
in the 1880’s and the era of great expansion did not set in until the 1920’s. 
At the peak in 1930, total assets of nearly $9 billion were owned by almost 
12,000 associations with 12 million members, but the hard times had cut 
these figures about two-fifths by 1940. In the meantime Federal efforts to 
extend aid to the debt-burdened homeowner radically altered the situation. 

Under the Federal Home Loan Bank Act of 1932 twelve regional banks 
were established to extend aid to duly qualified associations. In 1933, the 
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Home Owners Loan Act offered Federal charters with attractive advan- 
tages but required membership in the Home Loan Bank System. To attract 
funds for home building, the National Housing Act of 1934 provided for 
insurance of specified home mortgages and of accounts in savings and loan 
associations by the Federal Savings and Loan Insurance Corporation. Then 
in 1937 the United States Housing Authority was created to promote 
through loans and, if necessary, subsidies the construction of low-rent 
urban housing projects some of which had already been started by the 
PWA. To secure needed coordination general supervision of all these 
activities was given to the Home Loan Bank Board. By j 940, 91- per cent 
of the counties in the country had access to Federal home loan and savings 
associations and over three-quarters of the assets of all associations had been 
brought under the influence of the Home Loan Banking system, resulting 
in a marked improvement in management and in making home loans on 
easy terms far more generally available. 

Developments in Insurance; life Insurances In 1860, though fire 
and marine insurance were widely used, very few people carried life insur- 
ance, and other forms of insiu’ancc were seldom available. The expansion, 
not only in its forms but also in the variety of risks against which insurance 
could be procured, along with the increased resort to insurance, are among 
the striking developments in financial institutions during the period. 

In the case of life insurance, the growth ultimately assumed phenomenal 
proportions. The first impetus came in the 1860’s during which the out- 
standing insurance rose twelvefold to over $2 billion. For the first time, 
life insurance seemed to be making a general appeal, one doubtless stimu- 
lated by the more attractive policies offered, the aggressive methods of 
many new companies, and especially the high remuneration to agents 
introduced at this date. The resulting financially unsound and often 
fraudulent practices led to many failures, setting back the business and 
showing that this was a field where keen unregulated competition was 
unusually dangerous to the public interest. There followed a wave of re- 
forms in actuarial and oilier practice's, aided by stricter state regulation. 

Thereupon a steadier growth ensued, for in each of the three decades 
after 1880 the amount of outstanding ordinary life policies practically 
doubled. As few new companies entered the field until after 1900, some of 
the older companies attained great size. When a New York investigation 
in 1905 disclosed serious financial abuses in sortie of these, stricter state 
regulation followed. The remarkable growth of life insurance, 1910 to 1930 
(see the two charts on page 696), was followed by a decade of little ad- 
vance during the depression, but a rapid rise during the war. By the end of 
1945, some 71 million policyholders carried over $154 billion of some form 
of life insurance. This amounted to about $1,100 per capita in striking con- 
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trast with the estimate of under $6 per capita for 1860. By 1948, the amount 
in force was near the $200 billion mark. 



Fig. 74. Number of life-insurancie policies in force since 1900. 


Life-insurance policies were greatly improved not only by the measures 
to ensure greater safety but also by the greater variety in their forms and 
the typevS of insurance offered, thus better serving the particular needs of 
different individuals. Significant because of the large number concerned was 



the rise of industrial insurance, designed primarily to provide the wage- 
earning class with funds to meet expenses of the last illness and burial. 
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First made available in 1875, the greatest increase occurred between 1910 
and 1930 when 90 million policies carrying $18 billion of insurance were 
outstanding; the losses during the depression were more than recovered 
during the war. Numerous fraternal orders sought to meet somewhat similar 
needs of a slightly higher income group. Their history has been a checkered 
one, for many suffered from poor management; after 1910, when they had 
8.5 million certificates outstanding for $9.5 billion, they experienced no 
enduring gain and since 1930 have distinctly lost ground. The recent rapid 
rise of group insurance, where an employing concern secures a blanket policy 
covering large groups or all of its employees, has also benefited the masses. 
In 1947, with policies covering 17.5 million people for $33 billion, this class 
surpassed the outstanding industrial insurance. The insurance may be 
against accident or disability as well as death, and the amount is generally 
from $250 to $5,000. The mass sales help to make the cost, which is borne 
by the employer or in part by the employee, very low. 

The development of insurance against accident and sickness all occurred 
after 1860. Although some life-insurance companies accept such risks, most 
are carried by specialized companies. The first American company organized 
to sell accident insurance was formed in 1863, but it was several decades 
before this business attained large proportions. The more specialized insur- 
ance against industrial accidents, as previously indicated, is largely a 
twentieth-century growth, spurred on by state requirements. Provision for 
health insurance really began at the same time. At first confined to illness 
from only a few diseases, its scope was later greatly enlarged. Also many 
life-insurance policies began to include general disability clauses. The little 
old-age and unemployment insurance provided before the previously 
described Social Security Act was mostly through the pension systems of 
individual employers or governmental units. Outside of a very few private 
concerns there was no provision against unemployment. 

Property Insurance. The need for fire insurance being generally recog- 
nized before 1860, the growth of such insurance since then has been un- 
eventful and steady, largely determined by the constant increase in the 
amount of insurable property. Generally, the amount of risks covered 
somewhat less than doubled each decade. As the number of companies 
grew much more slowly, the average size increased markedly and this en- 
sured greater strength. In this field, foreign companies, though of minor 
importance, have been more of a factor than in the life field. In the other 
well-established field, that of marine insurance, the reverse tendencies 
prevailed. After 1860, with the decline of American ocean shipping and the 
keen competition of strong British companies, the domestic companies, 
mostly primarily interested in fire insurance, lost ground relatively to the 
foreign concerns. 



698 


END OF THE FRONTIER; RISE OF CAPITALISM 


The period was marked by the great increase in the variety of risks 
against which property insurance was made available, mostly by specialized 
concerns. The first to engage in the fidelity field was formed in 1875. As 
only a few classes of such risks were accepted at the start, growth was 
slow, but the later broadening of the classes insured led to a marked expan- 
sion of the business. The substitution of strong well-managed corporations 
for the rather uncertain individuals who had previously provided fidelity 
bonds was a decided gain. The rise of title insurance companies greatly 
added to the security of real-estate operations in the larger cities. For the 
farmer, hail, tornado, and livesU)ck insurance were made available, and 
recently by government action insurance on certain crops. Other property 
risks now insurable are too numerous to list but mention of burglary, 
credit, bank deposits, home mortgage loans, automobile, plate glass, 
explosion, steam boiler, riot, and rain will suggest the variety of types. 

Through these developments in insurance, the losses arising from a great 
variety of risks were distributed over large groups in an equitable manner; 
greater security and increased stability, both for the home and for business, 
were ensured; new possibilities for obtaining credit on the basis of life and 
property insurance were provided; and, through life insurance, thrift was 
so fostered that this became an important source of the additions to capital 
and wealth. Through the far greater activities of insurance companies in 
setting up higher standards for protection or by instructing the policy 
holders, the actual losses in many fields of risk were reduced. Finally, by 
the development of a better actuarial basis and sounder financial methods, 
furthered by more adequate stale regulation, a more efiicient performance 
of the function of insurance was obtained. 

Capital and Its Accumulation. How the growth of the basic factor 
in the accumulation of capital, the savable fund, was promoted by the 
innumerable improvements in technological methods and the more efficient 
organization of industrial society must already be apparent, for this theme 
has constantly been stressed in preceding chapters. Never before had the 
application of the achievements in science and inventions yielded such 
results in the production of wealth as were attained in the United States 
during this period. The gain from the new, and the better control of the 
old, institutional components of the economic order was also great, though 
partly offset by slowness in adaptation, by mistakes in the use of new de- 
vices, and by difficulties arising from the complexity of the economic 
mechanism, notably that group of maladjustments which underlies the 
business cycle. 

It has been estimated that between 1900 and 1929 alone the per capita 
national income, corrected for price changes, increased 38 per cent; another 
estimate puts the figure for 1929 at more than twice that for 1860. Out of 
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this, the people deducted an increasing amount for purposes of consump- 
tion — an amount sufficient to provide the highest standard of living for 
any great nation that the world has ever known. Yet the amount that 
remained from the savable fund rose to sums also unequaled in the history 
of nations, whether measured by the absolute or the per capita figure. 

Figures giving an approximately correct impression of the annual savings 
are available only for recent years. The National Resources Committee 
estimated that for 1935-1936 the net savings of all consumers was nearly 
$6 billion or 10 per cent of the income received. This was a product of 
$7.5 billion of savings by the group receiving $1,250 or more income less 
the expenditures over income of $1.5 billion in the group with a lower 
income. The former group contained only 41 per cent of ah individual or 
family consumer units, but did all the consumer saving. Of this group’s 
savings, over $3.5 billion was savea by consumer units having an income of 
$10,000 or more and something over $1 billion each by the three classes 
with incomes of $2,000 to $3,000, $3,000 to $5,000, and $5,000 to $10,000. 
Thus most individual saving is made by the higher income groups.^ 

In recent decades, the earnings that corporations chose to retain in their 
business rather than distribute have become a substantial element in the 
nation’s savings. For the prosperous years 1922-1929, according to income 
tax returns, these averaged over $2 billion a year, though during the next 
6 years of depression the losses averaged more than twice this sum. Still 
another form of saving, rising to prominence during the depression, is that 
made by government agencies represented by the net addition to durable 
public works and ultimately chiefly paid for out of taxes, though some of 
these works took the form of consumer goods.- 

The most careful estimate of the volume of capital formation is that of 
Dr. Kuznets covering the years 1919-1935.® This showed a yearly average 
gross capital formation during the period, including changes in business 
inventories, of $14 billion out of which $8.7 billion offset capital consump- 
tion, leaving $5.3 billion as the annual net capital formation or 8.3 per cent 
of the gross national income. Of this net, over 43 per cent went into busi- 
ness, over 38 per cent was used by public agencies mostly for construction, 
and 8 per cent went into foreign investments. In addition, 10 per cent was 
usjed for residential construction, a form that might be more strictly 
classified as durable consumer goods. The cumulative effects over a long 

1 The Brookings Institution estimated individual and family savings for the boom 
year 1929 at nearly $18 billion, of which two-thirds was saved by those with incomes 
of $10,000 or more. 

2 Some individual savings also went into durable consumer goods, particularly homes, 
rather than capital goods. 

3 Kuznets, S., “National Income and Capital Formation 1919-1935,” National 
Bureau of Economic Besearch, New York, 1937. 



700 


END OF THE FRONTIER; RISE OF CAPITALISM 


period of such additions to the stock of capital goods upon the productive 
capacity of the country will be obvious. 

Among the many factors contributing to this accumulation of capital, 
a few of particular significance during this period may be noted. The great 
advance in popular education and the dasire to raise the standard of living, 
in part a product of the former, spread the spirit of thrift and also enhanced 
the amount people wished to save. The various developments providing 
greater security and far better facilities for the investment of savings 
strengthened the willingness to save. As previously noted, two sources of 
savings rose to marked importance during this period: the corporations and 
the life-insurance companies. The corporate savings, though subject to 
marked fluctuations, have been estimated at a fifth of the country’s total; 
the net savings from life insurance, measured by the premiums paid less 
the cost of running the companies, averaged $2.6 billion for the years 
1935-1936. 

On the other hand, this period, unlike the preceding, was marked by 
the vast destruction of property incident to three great wars. In the Civil 
War, besides the diversion of economic resources to destructive purposes, 
there was the terrible devastation of the South. Though the country for- 
tunately practically escaped domestic destruction during the two world 
wars, the diversion of its economic resources to destructive purposes else- 
where was on an unparalleled scale. The resulting loss, not only of existing 
but also of potential capital, though not determinable, was undoubtedly 
great. A similar source of loss, largely escaped up to 1898, is the peacetime 
outlay for defense, which mounted rapidly thereafter. Yel, relative to our 
resources, this burden was light compared with that under which the powers 
of Europe staggered. 

The International Movement of Capital. Another addition to the 
growth of capital was the inflow of funds from Europe, which mounted 
rapidly up to 1914. Owing chiefly to a heavy influx between 1 865 and 1873, 
most of which went into railroad and government bonds, the estimated 
foreign capital in the country rose from $400 million in 1860 to $1.5 billion 
in 1873. By 1890 it had about doubled, railroad securities being the favored 
purchase, and by 1914 was between $5 and $7 billion, much of the increase 
going into industrial and public-utility investments. These latter years also 
saw the first appreciable outflow of American capital abroad, chiefly into 
Canada and Latin America. The estimated total rose from $600 million in 
1900 to some $2 billion by 1914, thus somewhat offsetting the foreign 
investments here, but still leaving the United States a large debtor country. 

Developments during the First World War, as explained in Chap. 
XXXVIII, completely reversed this situation and the country emerged 
from that conflict as a large creditor nation. Moreover, following the peace. 
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foreign countries turned to the United States for loans as never before; 
New York became the great rival of London as the marketing place for 
such loans. Though most of this capital went to the less developed countries, 
chiefly Latin America and Canada, it is significant that European countries 
from which we had previously borrowed obtained a generous share. By the 
close of 1930, the total of private American foreign investments, including 
short-term credits, had risen to around $17 billion, and the government’s 
war loans had a par value of about $11 billion; the total was then un- 
equaled in the history of any nation. By the close of 1940, however, between 
the reduction of American investments abroad (exciusi.: of government 
loans) to over $11 billion and the flight of foreign funds to the United 
States, raising the total to $9.7 billion, the net capital b dance of this 
country had been reduced to $1.5 billion as compared with $8 billion in 1934. 
The United States then received $525 million a year from its foreign invest- 
ments, about two-thirds of which was in business enterprises; seven-tenths 
of the total was divided about equally between Canada and Latin America, 
and two-tenths was in Europe. The reactions of the Second World War on 
the situation, to be described later, were similar to those of its predecessor, 
but on a far larger scale, and will accordingly aggravate the postwar prob- 
lems of settling balances of interiiational payments. 

The shift since 1914 from the previous position as a debtor country to 
that of the leading creditor country is significant of an important change 
in underlying economic conditions. It meant that the long period when 
capital had been costly and scarce, as compared with the situation in the 
countries of western Europe, had ended; it meant that the manifold reac- 
tions upon the country’s economic life and development arising from this 
scarcity would cease; it meant that for the foreseeable future, instead of 
facing this handicap, the country could expect to obtain its capital on as 
favorable terms as any great nation and probably on better terms than 
any other. Because of the growing importance of capital as a factor of 
production, this change is all the more significant. 

The Control over Capital. This same rising importance of capital has 
meant that those who owned, or could control the flow of, loanable funds 
came to exercise a greater power over the economic development of the 
country than ever before — a power not without reactions on political and 
social life as well. The growing number of bankers on the directorates of 
large corporations and the rising influence of international bankers reflect 
this tendency. 

It has been stated sometimes that concentration of control has gone so 
far as to create a “money trust”; this led to a congressional report on the 
subject in 1912. Probably there have been instances, when a very large 
amount of capital was required, where the combination of circumstances 
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was such as to enable some big banking group to dictate the decision made, 
just as there are cases where those seeking a small loan but with limited 
access to lenders may be at the mercy of an individual’s decision. In recent 
years, governmental action has greatly decreased the chances of such cases 
arising, by the efforts of the SEC to ensure competition for large security 
issues in the first type and by making loans easily available to farmers, 
homeowners, and other groups of the second type. The great volume and 
the mobility of loanable funds appear to provide an effective check on any 
effort to monopolize the supply of capital. 

Previous to 1860, there had been a marked concentration of the owner- 
ship of capital in the Atlantic coast region, chiefly in the North Atlantic 
states, and the rest of the country stood in the relation of a debtor to this 
region. Since 1860, though the North Atlantic states still lead in the 
concentration of wealth, the most marked change has occurred in the group 
of states that made up the old Northwest where the accumulation of capital 
was such as to meet most regional needs and also permit some lending else- 
where. Southern developments since reconstruction have appreciably modi- 
fied that section’s dependence on outside capital. Even in the trans- 
Mississippi region, as the period of abnormal demand for capital incident 
to the opening up of the region passed and local accumulations rose, the 
heavy reliance on loans from the East was diminished. 

Thus, slowly but steadily, the old debtor si (nation, characteristic of a 
rapidly developing new region and creating a conflict of interest between it 
and the creditor region, is passing away. Debtor and creditor groups still 
remain; but the cleavage between the two is increasingly along class rather 
than sectional lines. Thus the sectional conflicts based on this cleavage, 
which left many a mark on our history, are slowly disappearing along with 
other effects of frontier conditions. 

Panics and the Business Cycle. In the j)eriod after 1860, the cyclical 
swings of business continued with unabated frequency and force. The most 
severe panics followed by several years of depression occurred in 1873, 
1893, and 1929. Acute financial panics followed by quick recovery took 
place in 1884 and 1907, and brief depresvsions succeeded the wars ending in 
1865 and 1918. Obviously little if any progress was being made in lessening 
this serious evil of the economic order. 

That the business cycle is primarily a product of certain characteristics 
of modern capitalistic industry is generally agreed. Preceding chapters have 
shown how rapidly the economic life of the country was being transformed 
during this period so that by the twentieth century capitalistic industry 
had attained full bloom. Among its characteristics of especial significance 
in relation to the business cycle was the extensive use of credit. How various 
devices for expanding the use of credit were introduced during this period. 
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especially that of deposit currency, has already been explained. Similarly 
it has been shown that a rapidly increasing proportion of industries came 
to be conducted on a large scale with extensive use of fixed and specialized 
capital with the consequent tendencies to overinvestment, excess produc- 
tion, cutthroat competition, and monopoly, which aggravated the malad- 
justments in the economic order. 

There were also, as previously, other factors that tended to aggravate 
the cyclical swings, notably war and certain characteristics of our own 
economic development. Two great wars were chiefly responsible for the 
wartime booms and the depressions that followed in the aecade and a half 
succeeding each conflict. Of the characteristics peculiar to the country, 
the rapidity of development, particularly in the opening up of the West, 
aided by the great influx of immigrants, and the accompanying optimism 
and speculative spirit were the most important. Thus, the rapid construc- 
tion of railroads in the sparsely populated West and the speculation in 
Western lands were prominent factors in the panics from 187.3 to 1893. 
Finally, the predominant position of agriculture in the country’s economy 
up to about 1900 made the difficulties from which that pursuit suffered a 
more serious matter for business in general. From that date on, however, 
with the passing of the frontier and the growth of nonagricultural activi- 
ties, the influence of all these particular domestic conditions on the business 
cycle rapidly dwindled. 

The Panic of 1873. Nearly a decade passed before the postwar problems 
of readjustment came to a climax in the panic of 1873. Wholesale prices 
dropped precipitately in 1865 and then fell more slowly to 1871 when they 
were still over a third above the 1860 level. Yet the business reaction during 
1865-1867, though aggravated by financial trouble in England in 1866, was 
not extreme. Then 3 years of fairly good business were followed by nearly 
3 years of great activity and general prosperity. The doubling of the railroad 
mileage of the country during these years, aided by a heavy inflow of foreign 
capital and a good foreign demand for the growing farm output, greatly 
aided in sustaining these conditions. Though the outflow of gold to meet the 
payments due on the greatly increased imports and other debts betokened 
danger, the panic of September, 1873, came as a surprise (see the charts on 
pages 442 and 481). 

The failure of some small firms engaged in railroad financing culminated 
in the failure of Jay Cooke and Co., which was overinvolved in the effort 
to finance the Northern Pacific. Brokerage houses and banks followed, and 
the New York Stock Exchange closed for 10 days. When resort to clearing- 
house loan certificates and a pooling of cash reserves proved inadequate, 
the banks were forced to a practical suspension of cash payments, and this 
example was followed in most of the secondary money centers. The Treas- 
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ury, besought for aid, released about $13 million in currency by the pur- 
chase of government bonds, but refused to pay out more greenbacks as it 
had done, with doubtful legality, earlier in the year. Before the end of 
October, as money flowed to New York, both from abroad and from the 
interior, the money panic was over and cash payments were resumed. But 



Fig. 76. Number of commercial failures and aggregate liabilities since 1857. 


the speculative boom had collapsed, and what may be considered the final 
readjustment to peacetime conditions came in the prolonged depression 
that ensued. 

Between the effects of the depression and the appreciation of the green- 
backs, prices fell so that by January, 1879, when specie payment was re- 
sumed, they were back to the prewar level. This readjustment, tending to 
check imports and increase exports, brought a shift in the balance of trade 
to the favorable side. Unsound financing combined with desperate rate 
wars put many railroads into bankruptcy, and a fifth of the railway invest- 
ment was sold under foreclosure, 1876-1880. Many lines of manufacturing, 
especially the iron and steel industry and also coal mining, suffered severely; 
wages were cut, unemployment rose, and strikes of a more general and 
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violent character than the country had ever experienced followed. As the 
prices of farm products fell, great unrest spread through the more heavily 
indebted sections of the South and the Wast, giving rise to demands for 
cheap money and control of the railroads. The severity of the depression 
is reflected in the annual average of $200 million of total liabilities for 
commercial failures in the years 1873-1878, practically the same as the 
average after the panic of 1893, despite the country’s growth. 

From 1878 to 1893. From the latter part of 1878 up to 1883, there was a 
marked recovery. Crop failures abroad in 1879 and 1880 combined with 
unprecedented wheat and corn crops here, by greatly iii^ casing exports, 
led to a heavy inflow of gold and assured the successful resumption of 
specie payments. Railroad construction was resumed on i. large scale, 
manufacturing quickly picked up, and prices rose until 1883, when a decline 
in both pric(is and security values led to an acute financial panic in the 
spring of 1884 following the disclosure of several enormous defalcations. 
Fortunately, the acute monetary shortage was (x^nfined largely to New 
York, so the withdrawal of funds from that center was moderate, and 
resort to the use of clearinghouse loan certificates enabled the banks there 
to avoid suspension of specie payments. The worst of the financial trouble 
soon passed, and the subsequent business reaction, lasting little more than 
a year, was very moderate. 

The revival had developed into general prosperity by 1887 and this con- 
tinued, with only a moderate reaction after the Baring failure of 1890 in 
England, until 1893. Railroad construction was resumed on such an un- 
precedented scale that by 1890 the mileage operated was twice that in 
1878. This, together with the growing scarcity of good free land and, up 
to 1887, several years of favorable rainfall, stimulated a speculative Western 
land boom, nearly 8 million acres of the public lands being sold in 1 888 (see 
the charts on pages 463 and 481). A large inflow of foreign capital provided 
an added stimulant, but after 1890 trouble in England and fear lest the 
country go off the gold standard led to substantial withdrawals. 

The Panic of 1893. Two big failures and a collapse in the stock market, 
followed by heavy withdrawals of New York deposits to the West and the 
South, forced a resort to clearinghouse loan certificates in New York in 
June, 1893. More failiu’es and a further drop in securities late in July so 
reduced the New York reserves that the banks there practically suspended 
payments, and this became general throughout the country. Currency was 
at such a premium throughout August that numerous substitutes were 
issued in different places. An unprecedented importation of gold and the 
final reversal of the drain into the interior shortly made possible the 
resumption of specie payment and ended the monetary panic. By the close 
of the year, nearly 600 banks had failed, most of them in the West and the 
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South, which suffered more severely than the East. The number of com- 
mercial failures was three times that in 1873, though the total of liabilities 
was only 50 per cent greater. As after 1837 and 1873, a prolonged business 
depression ensued. 

This depression was aggravated by the fear that the country would be 
forced off the gold standard, despite President Cleveland’s vigorous state- 
ment that the administration would do all in its power to maintain re- 
demption of the greenbacks and the treasury notes of 1890 in gold, and the 
repeal of the Sherman Silver Purchase Act of 1890 in October, 1893. This 
fear led to heavy exports of gold and much domestic hoarding of the metal. 
In consequence, the Treasury’s gold reserve, which tradition held should 
be at least $100 million, dropped below this figure in 1893. To replenish this 
reserve, the government during 1894, under the authorization of the 
Resumption Act of 1875, twice sold $50 million of its bonds to purchase 
gold. Yet the drain continued, partly because the deficit in its receipts com- 
pelled the government to pay out the notes that it had redeemed in gold, 
so they could again be presented for redemption, and early in 1895 the gold 
reserve fell to $41 million. 

Through a third bond issue in 1895, $65 million of gold was purchased 
from a group of international bankers who agreed to secure at least half 
of it from abroad, but in January, 1896, another purchase of $100 million 
had to be made through a public offering of bonds. Fortunately, during 
this year conditions took a favorable turn. As the fiscal position of the 
Treasury improved, it could cease paying out the notes that it redeemed 
and the outflow of gold was replaced by a large inflow. By what a narrow 
margin in the popular vote those sufferers, who felt with Bryan that they 
were being crucified on a cross of gold, lost their battle for free silver in 
the November election, has already been told. Thus the prolonged uncer- 
tainty as to the maintenance of the gold standard was removed. 

Meanwhile prices had continued to fall till in 1896 the long decline, which 
had been in process ever since 1865, came to an end. The great farm staples 
were then reduced to a level unknown since the early 1 840’s, and the distress 
in the South and the West became acute. By 1895, a fifth of the country’s 
railroad mileage was in the hands of receivers. The cut in tariff duties in 
1894 increased the difficulties of the manufacturers. Strikes spread, unem- 
ployment mounted, and in 1894 Coxey led his “army” upon Washington 
to demand relief by employment upon public works. Unlike the more 
recent policy, very little was done to meet this demand. Conditions im- 
proved somewhat in 1895, but 1896 was nearly as bad as 1894. At this 
time long-term interest rates were the lowest the country had known thus 
far. 
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Prosperity and the Panic of 1907. The process of liquidation having 
been allowed to run its course with the minimum of governmental inter- 
ference, a very solid basis was laid for the revival of business, which started 
in 1897 and ushered in a period which for widespread and long-continued 
prosperity was scarcely equaled in the history of the country. With but 
relatively slight and brief reactions in 1903, 1907, and 1914, it lasted until 
1920. The nearest previous approach to such prolonged prosperity would 
be found in the periods after 1792 or 1847. At this period, as in the earlier 
periods, abnormal factors played a prominent part in the outcome. First, 
the very rapid increase in the output of gold, chielly from South Africa, 
brought a world-wide rise in the price level; in the United Slates by 1910 
wholesale prices were about 50 per cent alyne the low level of 1896. Then, 
in 1911, appeared the other abnormal factor — war — and by May, 1920, 
prices in the United States were 170 per (;ent above the 1913 level. In all 
our history no such prolonged or (except under the llevolutionary paper 
m()ney) extreme rise in the price level had been known, though that from 
1793 to 1814 closely approached it (s<^e the frontispiece). That it would 
lead to unusual business activity was to be expected. 

Agricultural products as a group rose more rat>idly than the general 
price level, and the much slower advance in railroad rates gave the farmer 
an added profit margin. The average value of farm land increased at an 
unprecedented rate. Never was American agriculture so continuously and 
extremely prosperous as between 1898 and 1920. Manufacturing, aided by 
higher tariff duties and growing expc^rts, flourished. The railroads benefited 
from greater traffic, but rising operating costs and the slow advance allowed 
in rates checked the growth in net earnings as the period advanced. Foreign 
trade mounted rapidly, and the favorable balance attained the unprece- 
dented average of some $500 million in the years before 1914. 

Under these fostering influences, security values bounded upward and 
speculative activities spread. Between 1898 and 1902, promoters were 
quick to take advantage of this opportunity to deluge the market with 
the securities of many newly organized trusts. This activity was ended by a 
mild business reaction in 1903, but after 1904 the upward swing was re- 
newed and marked prosperity prevailed, despite signs of undue strain, till 
the panic of 1907 broke like a bolt from the blue. 

This panic most closely resembled those of 1884 and 1857 among its 
predecessors. The financial stringency attending its outbreak was very 
acute while it lasted, but no prolonged depression followed. Hence it is 
often referred to as a rich man’s panic. Following the closing of a trust 
company in October, the security market crashed and the rate for demand 
loans rose to 125 per cent. A 2-week run of depositors on the banks and 
trust companies led to many failures. To relieve the money stringency, the 
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goverament deposited $36 million of its funds in New York, clearinghouse 
loan certificates were issued, and a fund was created to extend loans to 
solvent concerns in greatest need. As panic spread, interior banks withdrew 
funds from New York, nearly every clearinghouse authorized loan cer- 
tificates, involving the practical suspension of cash payments, and private 
hoarding of cash became common. Currency was at a premium for over 2 
months, and makeshift forms totaling $250 million were issued in various 
cities. Through such expedients and a large influx of gold, the acute mone- 
tary stringency was ended by the close of the year, though clearinghouse 
loan certificates continued in use several months longer. 

This acute financial panic, in the opinion of Professor Sprague,^ was due 
in part to a mistaken banking policy, particularly lack of speed and vigor 
in action, and the sacrifice of sound banking practice to the fetish of main- 
taining the legal reserve. A situation less serious than in 1873 or 1893 and 
probably less serious than in 1884 was thus “allowed to drift into the most 
complete interruption of its banking facilities that the country has expe- 
rienced since the Civil War.” He concludes that “ability in New York to 
increase loans and to meet the demands of depositors for money would 
have allayed every panic since the establishment of the national banking 
system.” To remedy this outstanding defect was one of the chief objectives 
of the Federal Revserve Act of 1913. 

From 1908 to the Panic of 1914. The business reaction after 1907 was 
very moderate. By 1909, fairly prosperous conditions had returned, and 
prices reached a new peak in 1910. A moderate reaction in 1911 was followed 
by a year of prosperity, after which there was a decline so that in 1914 busi- 
ness was slightly below normal. The brief panic that followed was due 
entirely to the sudden outbreak of war in Europe. 

One acute problem arose in meeting payments due abroad. Imports had 
been heavy, large foreign loans were falling due, and such enormous quan- 
tities of European-held American seciurities were dumped on the New York 
Exchange that it was forced to close on July 31 to prevent a complete 
collapse of security values. The war cut olT the usual means for meeting 
payments; foreign loans were unobtainable; and the shipment of goods or 
gold was unsafe with (jierman cruisers in the Atlantic. As a result, sterling 
exchange rose to over $7 a pound, though $4.89 was the normal maximum. 
To meet this crisis, a pool of over $100 million was formed to lend to those 
having to make gold payments abroad. Then the Bank of England agreed 
that gold deposited at a branch it opened in Ottawa, Canada, would be 
accepted as if deposited in London, thus making transatlantic shipment 
unnecessary. As this ended the sterling panic, little of the gold pool was 

^ Sprague, O. M. W., “History of Crises under the National Banking System,” in 
Reports of the National Monetary Commission, p. 319, Washington, 1910. 
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used, and by mid-November, as exports were resumed, exchange on London 
had fallen to par. 

Another problem created by the cutting off of exports arose in the case 
of the surplus farm staples, most of which are shipped in the autumn. The 
cotton crop, nearly two-thirds of which was exported, was much the most 
important of these, and the 1914 crop happened to be the largest previously 
known. When the price dropped nearly one-half, many growers faced the 
prospect of having to sell at a heavy loss. To meet such needs, the banks 
organized another pool of $135 million to loan against cotton at 6 cents a 
pound. This at once reduced the pressure to sell and, as eAport was later 
resumed, full use of the pool fund proved unnecessary. Thus, again, the 
advantages of united action in time of panic were effectively demonstrated. 

Though there were no serious failures or prolonged runs on I he banks, 
withdrawals of deposits in New Yoik led to the use of clearinghouse loan 
certificates, and more serious trouble was averted by the availability of the 
emergency national bank note currency authorized under the Aldrich- 
Vreeland Act of 1908, which had fortunately been extended to June 30, 
1915, for the Federal Reserve System was not yet in operation. Thase notes, 
having been printed beforehand, were immediately available, and the 
amount outstanding rose to its peak of $363 million in October. As the 
money stringency passed, they were promptly retired, thus proving their 
suitability for the function for which they were designed. 

By mid-November, when the Federal Reserve System started operations, 
the strain had passed. Commodity exports were gradually resumed, and 
the outflow of gold ceased. Restrictions on the stock-exchange operations 
were slowly removed to prevent any serious collapse in security values, and 
the last disappeared in the following April. Business resumed a moderate 
pace, some lines benefiting, others suffering, from the war; but over all 
there hung the uncertainty as to the effects and the duration of the conflict. 

From the outbreak of the First World War in 1914 down to 1941, the 
fluctuations in general business conditions were shaped so largely by devel- 
opments arising out of the war that a consideration of them is best post- 
poned to the chapters dealing in some detail with the war and the postwar 
periods. 



Chapter XLI 


THE GOVERNMENT AND ECONOMIC LIFE 
SINCE 1860 


Introduction. There were three outstanding developments that sub- 
stantially reacted upon the relationship of government to the economic life 
of the country during this period: (1) A more representative and democratic 
control was introduced. (2) Efforts to adapt the governmental organization 
and activities to the changing economic order and social ideals led to a 
rapid and wide-ranging expansion of these activities, a trend that reached 
its peak under the pressure of wartime needs. (3) This expansion in turn 
involved vastly greater expenditures and so increased the liscal problems 
of government. 

A more democratic control was secured by extension of the franchise to 
the only large groups of adult citizens theretofore generally denied the 
ballot, and other changes gave the voters a more direct control over political 
action. Adaptation of the organization of the various governmental units 
to fit the needs of the changing conditions proved a difficult and compli- 
cated matter. Few changes were made in the Federal Constitution by 
amendment, but its interpretation by the Supreme Court, notably after 
1936, brought some modifications in its application which greatly helped 
to meet certain problems. The state constitutions, especially those of the 
new states, showed somewhat greater adaptability, and this was much 
more marked in the case of the minor political units. For the most part, 
however, adjustment had to be made as best it could under the original 
framework of government, chiefly in the form of new legislation. This 
resulted in enormously increased governmental activities, including not 
only those of a regulatory type but also those assun)ing the more positive 
form of public provision for social needs. Thus, from around 1870 on, there 
was a more rapid shift away from the individualistic, laissez-faire policy 
previously so dominant. 

These activities involved a large increase in governmental expenditures 
and hence more revenue, since few of them were self-sustaining. Whereas 
borrowing was a temporary expedient, taxation in one form or another was a 
final necessity, and the problem how to raise the taxes, which even in 
peacetime came to equal a fifth or more of the national income, grew in- 
creasingly difficult. It was complicated by the relatively fixed taxing powers 
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of the various political units, by the increasing variety in the sources of 
income and forms of property rights, and by the need for a coordinated 
system that would distribute the total burden in conformity with the 
general interests of society. 

The Progress toward Greater Demoeracy. After the Civil War, the 
country turned to the problems of reconstruction in a spirit still embittered 
by the fratricidal strife and lacking the farsighted, tolerant leadership of 
Abraham Lincoln. It was not until 1877 that the last of the slate govern- 
ments set up in the South after the war passed back under the ctmtrol of 
the local white population. In the interval, the region had neen subject to 
the corrupt and generally incompetent “carpetbag*’ rule provided by the 
combination of Northern officeholders and ignorant freedmen backed up 
by the Federal military forces. 

Meanwhile the country, anxious to protect the Negroes, adopted three 
Constitutional amendments. The Thirteenth abolished slavery. The Four- 
teenth declared among other things that 

No state shall make or enforce any law which shall abridge the privileges or 
iminunities of citizens of the United States; nor shall any State deprive any person 
of life, liberty, or property, without <lue process of law; nor deny to any person 
within its jurisdiction the ecjual profeefion of the laws. 

This amendment under court interpretation has proved to be of great 
significance for whiles and for property rights in general, as well as for the 
Negro. The Fifteenth declared that 

The right of citizens of the United States to vole shall not be denied or abridged 
by the United Stales or by any state on account of race, color, or previous condition 
of servitude. 

Outside of the South, though few stales had previously given the Negro 
the vote, this amendment became effective in practice. In the South at 
first, intimidation or fraud kept many freedmen from voting; after about 
1890 various constitutional restrictions, nominally applying to all citizens 
regardless of race but in practical effect excluding many Negroes along with 
some whites, were generally adopted. These constitute the only large group 
of citizens still deprived of the ballot. 

The movement for women’s suffrage, though started before the Civil 
War, progressed very slowly at first but finally swept the country with 
surprising ease. There were only a few very limited local concessions before 
the territory of Wyoming granted equal suffrage to the sex in 1869 and, 
on admission to statehood in 1890, it became the first state with full 
suffrage for women. By 1918, all states from the Rocky Mountains to the 
Pacific, except New Mexico, had followed its example. Elsewhere, only 
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Kansas and New York had advanced thus far. New York’s capitulation in 
1917, aided by the many wartime activities of women and other innovations 
of the period, gave a new impetus to the movement, and in 1920 the Nine- 
teenth Amendment, providing that “the right of citizens of the United 
States to vote shall not be denied or abridged by the United States or by 
any State on account of sex,” was ratified. This created by far the largest 
single addition to the electorate that the country had ever known. 

With the growing opposition to immigration, the wartime concern about 
aliens, and the decreasing rivalry of the states to attract foreigners, a move 
to repeal such franchise rights as had previously been granted to aliens 
spread very rapidly, so that by 1929 only one state continued to allow them 
a vote. There were also a few other minor restrictions besides those in the 
South, chiefly in the form of literacy tests, yet the net addition to the elec- 
torate through the extension of the franchise during this period represented a 
long stride toward greater democracy. How far it promoted better govern- 
ment is another question which cannot be discussed here. Certainly the 
result was an electorate very different from that conceived of as desirable 
by the founders of the Republic. 

This period, mainly after 1900, also saw the adoption of various expe- 
dients for giving voters a more direct voice in governmental affairs. Direct 
primary laws, first made state-wide in Wisconsin in 1903, quickly spread 
until the system was mandatory in three-quarters of the states and optional 
in most of the rest. Provision for the direct election of United States 
Senators was made general by the Seventeenth Amendment in 1913; in 
time this resulted in a marked alteration in the make-up of that group, 
then noted for the number of its millionaires. The opportunities for political 
manipulation were further circumscribed by laws limiting campaign ex- 
penditures and contributions and requiring publicity concerning them. 
The power of wealth in politics, which Lord Bryce had noted as one of the 
most serious dangers in modern democracies, especially in the United States, 
was thus somewhat curbed. Though confined to state or local government, 
and even there rather limited in adoption, the movement toward the initi- 
ative, the referendum, and the recall gave the people a more direct voice 
in government. 

€k>yernment and the Changing Economic Order. The most revo- 
lutionary changes incident to the spread of modern capitalistic industry in 
this country came in the second half of the nineteenth century and intro- 
duced an economic order such as was undreamed of when the Federal and 
the early state governments were being formed. The country then had less 
than 4 million population, practically confined to the Atlantic coast states, 
and a relatively simple economic organization which, except for the fairly 
important foreign trade of some states, was essentially provincial in char- 
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acler, so that the economic activities of one state had little effect upon those 
of any noncontiguous state. Jn contrast, we now have a population of 
over 145 million spreading over a territory extending from the Atlantic to 
the Pacific, more than three times the size of the original area, to say 
nothing of insular possessions. These people live under an economic order 
so highly integrated, complex, and interdependent that the activities of all 
groups and sections are closely bound together. 

That the old governmental framework, particularly its division of powers 
between the state and the Federal authorities, should prove well adapted 
to the new economic order was hardly to be expecteci. TMr order created 
many problems that were essentially national in scope and character which 
could be dealt with effectively only by the Federal government. Yet the 
Federal powers were narrowly circumscribed by a Constitution which 
limited them to the very minimum deemed essential in 1787, which was 
difficult of amendment, and which created an elaborate system of checks 
and balancers that was another obstacle to ready adaptation. That, under 
these circumstances, the Constitution survived with so little change and 
without causing greater friction in the social order was due in part to the 
broad terms in which it was formulated and to the element of elasticity 
inherent in the interpretation of its terms by the Supreme Court. Nonethe- 
less the adaptation, as must already have become evident, is still far from 
satisfactory. 

In consequence, the main burden of adjustment to the changing eco- 
nomic order has been cast upon the states, since (1) they retained all the 
powers not directly or impliedly vested in the Federal government and (2) 
the state constitutions, generally speaking, proved far easier to amend and 
not infrequently were entirely rewritten. The newer states of course could 
formulate constitutions adapted to their times. Furthermore, the various 
units of local government were entirely subordinate to the states, which 
were free to change their form and powers or to create new units whenever 
changing conditions made this desirable. In fact, it was in these local units 
that the process of adaptation, so far as changes in organization and powers 
were concerned, proved easier and more successful than elsewhere. 

As things actually worked out, a large proportion of the adaptation had 
to be achieved by such legislation as was practicable under the existing 
framework of government, and it proved possible to accomplish a great 
deal in this manner. In consequence, the volume of laws dealing with the 
economic life of the nation was expanded very rapidly, and the general 
attitude toward such action reflected an accelerated trend away from the 
earlier policy of laissez faire. 

The Reaction from Laissez Faire, The term laissez faire implies 
relatively little governmental interference in economic life, a high degree 
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of freedom for individual initiative. It is commonly applied to a situation 
lying somewhere — ^just where will vary with the individual — between the 
extremes of anarchism and communism or fascism. It is thus one of those 
vague concepts which it is difficult to use because it is relative in character 
and there is no method for measuring with accuracy the degree of laissez 
fairs that exists in any given situation. What a typical American of the 
1850’s would have considered a serious departure from laissez faire might 
be viewed as a very minor matter by one brought up under the social 
attitudes of today. 

It should also be noted that the shift away from laissez faire reflected a 
distinct change in policy only in the case of the Federal government, for it 
had been in evidence in state and local governments throughout the preced- 
ing period as the economic problems created by the growth of large cities 
and the rise of modern capitalism necessitated more social control. The 
common impression that this shift was scarcely evident before the last 
quarter of the nineteenth century is due to the tendency to concentrate 
attention on what the Federal government did and overlook Ihe growing 
activities of the states and cities. 

In western Europe, the reaction against the elaborate system of state 
interference in economic activities, built up through several centuries and 
culminating in the Mercantile System, was chiefly because this system, 
whatever its original justification, proved unsiiiled to the new economic 
order being ushered in during the eighteenth and nineteenth centuries. 
The business world demanded to be set free from the fetters of a bygone 
age and found support for this attitude in the theories advanced by such 
groups as the Physiocrats in France and the classical school of economists 
in England. In America, however, this reaction against antiquated state 
regulation was much less intluential in the shift toward laissez faire, simply 
because the colonies had never adopted more than a fraction of the Euro- 
pean system of regulation— much had been abandoned in the transit of 
civilization across Ihe Atlantic. Also many f)f the regulatory measures that 
had been taken over were practically ignored or soon abandoned. Thus, 
in the United Stales, the nineteenth-century heritage from colonial limes 
was a much more individualistic system than that inherited in Europe. 

The chief explanation for the growing acceptance of a laissez-faire policy 
in the United States is to be found in the general social environment that 
prevailed, at least until the latter part of the nineteenth century. The 
people were an ambitious, energetic, liberty-loving group in whom the 
spirit of individualism was highly developed. Those who migrated t6 the 
New World were actuated chiefly by the desire to improve their material 
condition, and business became the all-absorbing pursuit of most of their 
descendants. A rich virgin continent combined with the introduction of 
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modern technology provided an unparalleled opportunity to acquire wealth, 
and all that the people asked of the government, aside from financial aid 
for certain enterprises or protective duties, was to be let alone to use the 
opportunity as each saw fit. 

Also there was no general recognition of a need for much governmental 
interference in the existing economic order. In part, this was due to the 
predominance of the extractive industries and the rural environment in 
which most of the population lived. The typical small-scale farming oper- 
ations presented few of the problems of modern capitalistic industry and 
the isolation of rural life did not create the many needs fur social control 
that developed with the rise of the modern city. Rural people, too, were 
slow to appreciate the new problems confronting those in industrial centers, 
and hence were backward in providing the political support for legislation 
recpiired to meet them. The significance of this increased as time went on 
because the representation of the urban groups m both state and Federal 
legislative bodies, especially in their upper branches, failed to increase in 
proportion to the growth of the urban population. 

In the shift away from laissez faire, one important factor was the rising 
spirit of humanitarianism with its emphasis upon society’s responsibility 
lor man’s well-being, which became increasingly marked as the nineteenth 
century wore on. In colonial times, the state had been much concerned 
about man’s spiritual well-being and had been very active in adopting 
measures to promote it, but these governmental activities largely ceased 
with the subsequent separation of church and state. On the other hand, 
man’s mundane woes were considered to be very largely the product of 
his own individual defects for which he might justly sufl’er, since society 
was not responsible therefor. As the humanitariiin spirit spread concern 
about man’s well-being in this world, and as society rather than the indi- 
vidual came to be recognized as responsible for numerous ills, the move- 
ment for state interference in many economic matters received a powerful 
impetus. 

A more important factor in the shift away from laissez faire and one 
necessitating more immediate action was the spread of modern capitalistic 
industry, which proceeded so rapidly in the second half of the nineteenth 
century. The many advantages obtained from this development were as 
usual not free from certain evils and the consequent need for making social 
adjustments that required new forms of social control. But it took time for 
people to become aroused by the new evils, and still more time to secure 
the needed legislation. Some states had made a meager beginning before 
1860 in the legislation concerning railroads, labor, banks, etc.; yet it was 
not until the last quarter of the century, especially in the case of the Federal 
government, that the reaction against the prevalent laissez-faire policy 
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gained much momentum and only in the twentieth century that it became 
widespread. 

Though the Civil War caused a substantial increase in governmental 
intervention in economic affairs, it was nothing like that involved by the 
twentieth-century wars and proved to be only temporary. The outburst 
of state legislation to regulate the railroads in the 1870’s was the next move, 
followed by more state laws concerning labor, banks, and trusts. After 
having established the national banking system in 1863, the Federal 
government next swung into action by passing the Interstate Commerce 
Act in 1887 and the Sherman Antitrust Law in 1890. Still the power of 
vested interests opposed to governmental interference with private enter- 
prise, combined with the strong spirit of individualism, remained a potent 
force, faced by relatively weak opposition until at least the opening of the 
new century. 

The influence of “big business” on public affairs was at its height during 
the four decades following the Civil War. The contemporary attitude of 
many leaders of enterprise reflected in the famous exclamation of William 
H. Vanderbilt, “The public be damnc'di” had been only slightly modified 
by 1902 when President Baer of the Beading Railroad, then involved in 
the anthracite coal strike, referred to “the Christian men to whom God in 
His infinite wisdom has given the control of the property interests of the 
country. ...” Similar views were common among the new generation of 
captains of industry at this period. The greatly modified attitude of this 
group and the growing sensitiveness to public opinion, which became evi- 
dent as the twentieth century advanced, were reflected in the establishment 
of public-relations departments in many large corporations — a move con- 
sidered wise business policy even when not due to changed personal convic- 
tions. Such advance in social control as was made before 1900 can be attrib- 
uted chiefly to the farmers when aroused to action by economic distress, 
to the growing power of organized labor (though the AFL fought shy of 
certain lines of action), and to the initiative of a very small group of social 
reformers. 

Thereafter, however, a distinct change in social attitudes is noticeable. 
The 1900’s brought the “muckraking” period of the popular magazines 
attacking various forms of special privilege and the practices of “malefac- 
tors of great wealth.” Though socialists were few in number, their constant 
agitation was not without some influence upon the rising generation. In 
Federal affairs, the aggressive leadership of Theodore Roosevelt, in marked 
contrast to the easygoing complacency of McKinley’s administration, 
brought increasingly effective governmental control in economic affairs, 
and this was substantially augmented during Taft’s administration. The 
states, particularly those where the Insurgent or Progressive parties were 



THE GOVERNMENT AND ECONOMIC LIFE 717 

strong, enacted much legislation of a similar character. In the Federal 
sphere of action, the Democrats under Wilson’s liberal leadership passed a 
series of important reform measures and then, upon engaging in highly 
mechanized warfare, found it necessary to extend government control 
over business to a degree theretofore undreamed of. 

When the return of peace lessened both the need for controls and the 
patriotic spirit of sacrifice for the common good, the cry for “Less govern- 
ment in business” arose, and there was a determined effort to regain the 
ground lost by freedom of individual initiative during the war years. The 
Republican party was returned to power and under the ia^ Harding admin- 
istration, the ultraconservative regime of Coolidge, and that of Hoover with 
its reiterated stress on the old American spirit of individualism, things were 
allowed to drift, even after the outbreak of depression, until the situation 
became so serious that people talked of the downfall of the capitalistic 
system and fe^r of a social revolution became widespread. 

When the Democrats assumed coidrol under the vigorous, liberal leader- 
ship of Franklin D. Roosevelt in the banking crisis of 19311, they faced the 
problems involved in trying (1) io alleviate the economic distress and re- 
store normal business conditions and (2) to carry out the “New Deal” 
reforms promised in the election campaign. The result was a group of 
measures involving a far greater departure from laissez faire than the 
country had ever known in time of peace. The individualistic cry of less 
government in business was for the moment completely silenced, for 
capitalists as well as farmers and laborers so suffered from the disorganiza- 
tion of the economic system that all were glad to secure at least one or 
another form of governmental intervention or aid. Even after allowing for 
the subsequent reaction, the contrast between the attitude of the con- 
servative moneyed class at this time and its attitude during the depression 
of the 1890’s is most striking. Probably the marked broadening in the scope 
of Federal control through the decisions of the Supreme Court at this 
time, which greatly facilitated action, can be attributed to similar shifts 
in attitude. 

One indication of the growth of Federal activities is found in the number 
of employees in the Federal executive civil service which rose to 1,000,000 
by 1940 as compared with 572,000 in June, 1933; in 1861, the figure was 
49,000 and in 1816 only 6,000. That the rugged individualism of the pre- 
vious century requires modification to secure adjustment to the economic 
order and the social ideals of the twentieth century is more generally agreed 
than ever before. The First World War and its sequence in the events of 
the 1930 ’s appear to mark the beginning of a new period in the reaction 
from laissez faire. The Second World War, being more prolonged and on a 
greater scale than its predecessor, involved still more extensive govern- 



718 END OF THE FRONTIER; RISE OF C\PITALISM 

mental controls. What the subsequent reconversion period will bring re- 
mains to be disclosed, but a reversion to the attitudes of the 1920’s seems 
most unlikely. 

The State Governments and Their Activities. As previously ex- 
plained, the framework of government was such that the expansion of 
governmental activities after 1860, at least up to the First World War, 
was most marked among the states and their minor political units. Also 
it was usually easier to secure popular approval for new activities among 
these smaller, more homogeneous political bodies than in Congress, which 
represented the heterogeneous interests of the whole nation. The new 
activities taken on were made possible in part by changes in the state 
constitutions and to a still greater extent by new legislation. 

The alterations in state constitutions immeditdely after 1865 were chiefly 
those in the Southern states, nccevssitated by the policy of reconstruction 
adopted by Congress and the later reactions when these states were freed 
from their carpetbag governments. Elsewhere, constitutional alterations 
were not numerous or radical in character, and few reflected changes in 
the economic order. 

Beginning about the 1890*s, the demand for amendment or complete 
revision of the state constitutions became more insistent. This received 
some impetus from the examples set by the constitutions of the ten new 
Western states admitted to the Union between 1889 and 1912. These con- 
stitutions clearly reflected the less conservative and more democratic ideals 
of the West, those of Oklahoma and Arizona being the most radical. 
Amendments of older constitutions in some of the other Western states, 
such as Oregon, made them equally progressive. Generally speaking, the 
older states were much slower in acting, due partly to strict provisions 
about amendment and partly to their greater conservatism. 

Certain prominent trends in this constitutional development after 1860 
other than those arising out of reconstruction require notice. Constitu- 
tions, especially the new ones, became longer and much more detailed, 
resulting in less elasticity and more frequent need for (hange. The power of 
the governor tended to grow and that of the legislature to decline. Increas- 
ingly elaborate provisions regarding corporations in general and various 
specific classes among them, such as banks, railroads, or public utilities, 
were introduced. The frequent prohibition of local or special legislation and 
the trend toward municipal home rule gave the cities and smaller communi- 
ties greater freedom of action. Popular election of judges and the chief state 
officials became the common rule along with biennial sessions of the legis- 
lature. Finally, constitutional amendments were made a little easier. 

Partly aided by these constitutional changes, the states enacted a con- 
stantly growing mass of laws extending their activities in economic affairs. 
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The greater portion of this legislation was regulatory in character and 
designed to meet the new problems that had arisen. Another portion, 
which may be called “positive” in character, was designed to provide goods 
and services to meet important social needs. TTie latter was significant as 
involving a direct, state-determined addition to the people’s standard of 
living while the former usually had only indirect reactions upon that 
standard. 

The breadth of state activities became such that only the chief fields in 
which they were carried on can be listed here. Much of the expansion oc- 
curred in the more detailed ways in which the state functioned in fields of 
action that were not necessarily new. Judged by the amount of money 
expended in 1929, highways and waterways; education; and charities, 
hospitals, and corrections were, in the order named, the leading functions 
performed by the states. The outlay for these three activities then made 
up three-quarters of all state expenditures. The outlay on highways 
became important only after 1 920, hat that on the other two functions has 
grown more steadily ever since 1860. Two otner state activities, chiefly of 
very recent development, are conservation of natural resources, especially 
the agricultural, and recreation. All these activities, it will be noted, are 
chiefly of the positive tyoe and represent contributions to the standard of 
living. 

Activities of a regulatory type, though greatly increased in numbers, 
involve far less outlay. The very meager control over corporations, banks, 
railroads, insurance companies, etc., before 1860 has been greatly expanded. 
Public utilities, warehouses, cotton gins, and various new financial insti- 
tutions have been put under regulation; a mass of laws now protects the 
interests of labor; numerous professions and occupations were subjected 
to licensing systems; the courts have been elaborated; and aid was given 
local governments for public health and sanitation. Often, these activities 
reflected a tendency for the state to take over or to supplement functions 
formerly undertaken by minor political units, especially the counties — one 
phase of a common centralizing trend in government. Another phase is 
seen in the growing frecjueiicy of Federal grants of funds to the states, 
especially for road construction, agriculture, education, and health, all 
largely a development of the last three decades. The depression of the 
1930’s brought added grants on a large scale. These grants, when condi- 
tional, generally required supplementary grants from the stales and the 
maintenance of certain standards. Thus the Federal government came to 
exert an appreciable influence over these activities, and centralization of 
control was extended. 

Local Government Activities, Though the county still remains the 
chief unit of local government in most of the country, the changing eco- 
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nomic and social order has left it in a somewhat uncertain and precarious 
position. It is too large to serve the chief needs of all but the great metro- 
politan centers, and it is becoming tcx) small for the most efficient perform- 
ance of the main functions of government in rural districts. The state has 
been assuming more of the county functions and, although the county has 
increased its activities in other lines, none of these are of marked impor- 
tance. Comprehensive information as to the development of activities of 
the towns and villages is lacking, but apparently, although some of their 
functions have been in part taken over by the county or the state, they 
have assumed a few of the newer activities being adopted by the cities. 

A rather widespread feature in the development of local government has 
been the creation of districts to carry on special functions for which the 
older political units were not well adapted. School, highway, drainage, and 
irrigation districts are the most common; but park, sanitation, levee, 
agricultural development, mosquito abatement, and herd are among the 
nearly fifty varieties that have arisen. 

It is in city government and activities that the greatest changes have 
taken place since 1860. The framework of city government has proved 
relatively easy of adaptation to changing conditions. Also the enormous 
growth of cities and the closely interknit life in themselves create a far 
greater need for governmental control than exists in rural districts, while 
the concentration of wealth and the more advanced social spirit help to 
provide both the means and the impetus to varied activities. 

The move to improve city government got under way in the 1870’s, 
due partly to growing needs and partly to the corruption and misgovern- 
ment in some of the larger cities, which became notorious at that time and 
have never since been adequately controlled, so that the big city still remains 
the weakest point in American government. At first the tendencies were 
to check special legislation for individual cities and to increase the power 
of the mayor, while some progress was made in introducing civil service 
reform and budgetary control. In the twentieth century, greater home rule 
was granted and the effort to secure more centralized, responsible, and 
businesslike administration led .several hundred municipalities to adopt 
the commission or city manager form of government. 

The rapid expansion of municipal activitie-s since 1860 is due in part to a 
lar more elaborate performance of the most essential general functions but 
slightly developed theretofore and in part to an assumption of many 
entirely new functions, new at least for most cities. The former included the 
administration of justice, protection of persons and property, sanitation, 
education, care of the poor, and the construction, maintenance, and lighting 
of streets. The latter included personnel service, provision of pensions, 
city planning and zoning, numerous forms of health conservation and 
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recreational services, hospital care, charitable relief, library service, and 
various public service enterprises. Such a list but imperfectly suggests the 
range of activities and how recently most have been assumed, but a detailed 
study of Detroit shows that of the 306 activities of that city in 1930 only 
45 had been assumed before 1860 and only 129 previous to 1900. As the 
growth of state and local activities increased expenditures, the problems of 
linance assumed greater importance. 

State and Local Finance. Up to about 1900, state activities expanded 
slowly, and state finances were handled so that, after the growth in debt 
due to the war and reconstruction, the total of slate indebtedness steadily 
declined to the middle 1890’s. During the 1860’s, the Northern states 
secured over $100 million of long-term loms for war purposes. The debt of 
the Southern states in 1874, excluding that. f)uMawed because incurred for 
the war, was about $250 million as compared with some $100 million in 
1860. The increase was largely a product of the corrupt reconstruction 
governments, and on the basis of this or some othe " excuse about half this 
debt was finally repudiated. 

I’rom a total net debt of aroia»d $350 milfion for all the states in 1870, 
there was a decline to less than '^200 million in 1895 or, measured on a per 
capita basis, a reductioi from $9.15 to $2.80. Thereafter, borrowing to 
finance growing activities raised the state debt to nearly $350 million or 
$3.57 per capita in 1913. A more rapid rise then set in, especially when high- 
way construction mounted; by 1923 the total net state debt exceeded $1 
billion and by 1937 it was over $2.4 billion or $19 per capita. 

Among the minor civil divisions, the county debt during this period fol- 
lowed a trend similar to that of the state debt. A rise after 1860 was suc- 
ceeded by a decline to 1880 and then a slight growth to a total of $145 
million or $2.51 per capita in 1890. Thereafter, an accelerating rate of 
increase brought the total to $1.4 billion in 1922 and nearly $2.4 billion or 
$21.82 per capita in 1932, but this total had been reduced a third by 1943. 
Excluding incorporated places, the debt of other minor divisions remained 
low until about 1902 when the total was around $100 million. Thereafter 
the rate of debt growth of this group exceeded that of any other, due partly 
to the great increase in school district debt, which made up more than half 
the total until the latter 1930’s, and partly to the creation of many special 
districts undertaking expensive public improvements. By 1922, the total 
debt of this group had risen to nearly $2 billion; since 1940, it has been 
about $4 billion. 

Outstanding in its rate of growth was the debt of cities. The rapid increase 
in the number of cities as well as in their size partly accounts for this, but 
municipal activities generally grew even more rapidly than the population. 
This also explains why the total city debt, unlike that of most other political 
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units, underwent a considerable and constant increase during the period 
1860-1890. By the latter date the total net debt of incorporated places was 
$700 million, a figure presumed to be between two and three times that 
for 1860. During each of the next two decades, the debt was about doubled 
and by 1932 the total was $8.8 billion or $111 per capita; in 1940, the total 
was slightly lower. Nearly seven-eighths of the 1940 total was borne by 
cities of 30,000 or more population, and the per capita debt tended to 
increase with the size of the city. 

The growth in state and local debts after 1860 was due mainly to the 
assumption of activities involving large outlays for some relatively enduring 
public improvement. In recent decades perhaps nine-tenths of the state and 
local bond issues, other than those for refunding purposes, were used to 
finance construction projects. Until about 1880, aid to railroad construction 
was one of the chief purposes, but thereafter such issues rapidly declined. 
Waterworks, schools, streets, sewerage systems, and miscellaneous public 
buildings were most prominent among the purposes for which cities bonded 
themselves in the first half of the period; in recent decades highways, 
recreational facilities, institutions for the care of the poor, the sick, and 
the aged, and in some places public service enterprises have become more 
prominent. Taking state and local governments as a whole, we find that 
education, highways, and charitable institutions got most of the proceeds 
of bond issues, the growth in the outlay for highways since 1910 being 
especially marked. During the depression of the 1930’s, the issue of bonds 
for relief purposes, almost unknown theretofore, attained large proportions. 
Until then, the general policy that, except in an emergency like war, bonds 
should be put out only to meet the cost of fairly enduring improvements 
had been well adhered to. Thus such expanding activities as involved a 
greater operating outlay as well as the servicing of the rising debt neces- 
sitated heavier taxation. 

The growth in the burden of state and local taxes during this period 
apparently followed a trend similar to that of the debt. Though complete 
figures are lacking, we have statistics of the ad valorem or property tax 
levies which in 1902 made up 84 per cent of all state and local collections 
and probably constituted an equal, if not a slightly higher, percentage in 
the preceding four decades. The total of these levies starting at $94 million, 
or $3 per capita, in 1860 had tripled by 1870 and then rase more slowly to 
$725 million, or $9.22 per capita in 1902. Thereafter the advance was more 
rapid, aided partly by the adoption of new forms of taxation, so that by 
1922 all state and local tax collections totaled nearly $7 billion and by 1941 
over $9 billion, or almost $70 per capita. At the latter date these units 
also received about $2 billion net additional funds from other sources such 
as fees, services sold, and Federal aid. Though not strictly comparable. 



THE GOVERNMENT AND ECONOMIC LIFE 


723 


the difference between the per capita tax receipts in 1860 and 1941 vividly 
suggests the enormous expansion of the activities of these governmental 
units during this period. 

The general character of state and local taxes appears to have undergone 
no very marked changes until about 1900. Thereafter the rapid rise in 
expenditures led to the adoption of many new forms of taxation while 
still retaining the old forms. Although the general property tax on real and 
personal property continued to provide the greater portion of total state 
and local tax receipts till about 1940, this proportion declined from around 
five-sixths in 1902 to less than three-quarters in i932 ^nd less than half 
by 1940. Despite the many faults of this tax as it works in practice, the 
chief being that so much intangible personal property is concealed so as 
to escape taxation, relatively little has been accomplished in the way of 
reform. Some gain has come frcm the slow move to classify intangibles 
separately and impose lower rates on them, so there will be less reason for 
concealment, as the general property rale on ir»tangibles often becomes 
almost confiscatory. Loc^al governments alon^ , how ever, still depend almost 
entirely on property taxes for their tax revenue, this source providing about 
nine-tenths of their tax receipts, though only about three-fifths of their 
total revenue. Except fc'r the very few cases of a city sales tax, no important 
new sources of tax revenue have been developed here; but since the depres- 
sion of the 1930’s, these local governments have been given very substantial 
grants from the states. 

It is the states with their greater powers that have been most active in 
developing new taxes to meet rising expenditures. Among the first, and in 
recent years distinctly the most productive, of all state levies were the 
gasoline sales and motor-vehicle license taxes, which may be lumped 
together, since they were designed to provide funds for the construction 
and maintenance of highways. Their total yield rose from $8 million in 
1913 to over $1.2 billion, or 30 per cent of the states’ tax collections, in 
1940. Next in yield and also the most recent is the unemployment compen- 
sation tax which produced a fifth of the state tax receipts in 1940. Almost 
as recent is the general sales tax which, despite the objection that it weighs 
most heavily on the poor, came into favor during the depression and by 
1940, when it existed in twenty-six states, yielded almost an eighth of all 
state tax revenues. Numerous states have also levied special taxes on the 
sale of alcoholic beverages and tobacco products. Some form of inheritance 
or estate tax existed in forty of the states as early as 1913 and in all but one 
in 1940, yet the total collection in that year was only $117 million, nearly 
two-thirds of which went to four states. Much more remunerative, but 
also going mostly to a few states, wore the income taxes amounting to $358 
million net in the thirty-five states that levied them in 1940. 
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The Finances of the Federal Government. The enormous increase 
in the national debt rising out of the Civil War brought the total, less 
Treasury cash, to a peak of $2,750 million in September, 1865. Less than 
half of this was funded, and $460 million consisted of noninterest-bearing 
greenbacks and fractional paper currency. By 1870, most of the short-term 
debt had been refunded into long-term bonds bearing a lower rate of 
interest. There was a strong agitation centering in the West and South for 
paying off these obligations in the current depreciated paper currency, at 
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Fig. 77. Interest-bearing public debt of the United States, 1860-1914. 

least where coin was not specified, but this was preventenl by the firm 
stand of Grant’s administration, which thus improved government credit 
and facilitated refunding operations. 

The insistent demand for relief from the burdensome war taxes led to a 
series of acts which by 1870 had eliminated the levies on income, cotton, 
and most manufactures along with many stamp taxes and reduced rates 
on other items. Thereafter, except for a few unimportant levies which dis- 
appeared in 1883, the only internal-revenue taxes were those on spirits, 
liquors, and tobacco. Thus internal-revenue taxes, dropped after the War 
of 1812, were revived as a permanent feature in Federal finance. As receipts 
from these taxes were relatively steady, there was a gain in the stability 
of the revenue. This together with the higher level of protective duties 
proved to be the enduring changes in Federal taxes arising from the Civil 
War. 

An appreciable surplus in every year but 1874 made possible a reduction 
of the interest-bearing debt to $1,723 million by 1880. The very prosperous 
condition of the Treasury during the 1880’s with a surplus averaging over 
$100 million a year resulted in a further reduction to less than $600 million 
in 1893. Interest charges were cut still more rapidly by the lower rates on 
refunding bond issues. Moreover, this debt reduction was accomplished 
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despite the temptation to extravagance on the part of CongreSvS which the 
large revenue provided, leading to a rapid increase in the “pork-barrel” 
appropriations for public buildings or river and harbor improvements, and 
a doubling of the outlay for pensions. 

After the panic of 1893, the Treasury faced 6 years of deficits, due chiefly 
to reduced customs receipts and increased expenditures, especially after 
the outbreak of the Spanish- American War. This short war involved no 
serious financial strain. Congress was uniisiially prompt in passing the war 
revenue act of June, 1898, doubling the taxes on tobacco and fermented 



Fig. 78. Federal receipts from internal revenue and customs, 1861-1914. 

liquors, and levying an inheritance and some minor taxes. An issue of $200 
million 3 per cent bonds was authorized, and this together with the earlier 
issues to buy gold raised the interest-bearing national debt to over $1 
billion in 1900. Meanwhile returning prosperity and higher tariff duties 
increased customs receipts, so that by 1902 the war taxes had been generally 
repealed. 

The war aroused imperialistic ambitions and left a heritage of insular 
possessions which led to a rapid rise in the peacetime expenditures for the 
army and navy. Also about two-thirds of the $400 million outlay for the 
Panama Canal was provided out of current revenue, the remainder being 
secured through a bond issue. Finally, there were the added costs of the 
expanding governmental activities and a growth in pensions. Though cus- 
toms receipts rose to a higher level than ever before, averaging over $300 
million a year from 1906 to 1914, and internal-revenue receipts up to 1910 
brought in around $250 million a year, this proved barely enough to meet 
the growing outlay. 

To provide for the rising expenditures, two taxes new to the Federal 
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government in time of peace were adopted: the corporation tax authorized 
by the TarilF Act of 1909 and the income tax enacted in 1913 after the 
Sixteenth Amendment of the Constitution. Though starting at very mod- 
erate rates, these levies subsequently underwent a rapid expansion. One 
result was that after 1910 internal-revenue receipts regularly exceeded those 
from customs duties. This marked the beginning of an important shift in 
the main sources of Federal revenue. In peacetimes, before 1860, customs 



Fig. 79. Interest-bearing public debt of the United States since 1910 (fiscal years). 

receipts commonly provided nine-tenths of this revenue and subsequently 
about three-fifths, but since the First World War, though absolutely higher 
than ever, they have become a very minor element in the total. 

The effects of that war upon Federal finance were revolutionary in char- 
acter and will be described in the chapter devoted to that period. Here, 
to continue the account of Federal finance and to make clear the contrast 
between the postwar and the prewar situation, it will suffice to summarize 
the main results. 

From Apr. 6, 1917, until most of the overseas troops had been returned 
at the end of October, 1919, the total expenditures of the Federal govern- 
ment, exclusive of debt operations and postal disbursements, reached the 
enormous total of over $34 billion, of which $9.5 billion net was in the form 
of loans to the Allies. By more prompt and vigorous action than in previous 
serious wars, over $11 billion, or a third of the total outlay, was obtained 
from taxation, chiefly from the individual and corporate income or war- 
profits taxes. The remaining two-thirds was met by borrowing in the form 
of short-term treasury notes and the long-term Liberty and Victory bonds. 
As a result, the national debt rose from $1 billion in 1916 to over $25 billion 
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in 1919. The burden involved can be better appreciated when stated in per 
capita figures which for 1919 were $240 as contrasted with $12 in 1916, 
nearly $78 in 1866, and $2 in 1860. The lower value of the dollar in 1866 
and 1919 should be kept in mind, however, as well as the dubious offset 
of the debt due this country by foreign nations in 1919. 

Clearly in 1919 there was no prospect of a return to prewar fiscal condi- 
tions for some years, if ever. Interest on the debt alone was $1 billion a year 
or more than the total Federal outlay before the war. Also there was the 
new and heavy outlay for veterans along with a considerable increase in 



pensions; expenditure for military purposes was more than double the 
prewar level; Federal grants-in-aid were expanded; and the higher price 
level increased operating expenses generally. During the decade 1922-1931, 
total ordinary expenditures averaged over $3 billion a year. 

The usual postwar demand for quick relief from taxes was augmented 
by the depression of 1920-1921. In 1921, the excess or war-profits tax was 
eliminated and income tax rates reduced. By 1928, most of the special war 
taxes had been repealed and the income and inheritance tax rates further 
reduced; by 1930, with prohibition still in force, the tax on tobacco pro- 
vided the only important internal revenue remaining outside of the income 
tax, which provided two-thirds of all Federal tax receipts. Customs duties 
then yielded a sixth of these receipts. Fortunately, owing partly to far- 
sighted administrative pressure, taxes were not reduced so fast but what a 
surplus averaging $900 million a year was available during the 1920’s, and 
$9 billion of the national debt was paid off, reducing it to $16 billion in 
1930. That this policy was wise and that an even greater reduction of the 
debt during these prosperous times would have been advantageous became 
evident in the fiscal difficulties that arose in the 1930’s. 
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That decade of depression had a repercussion upon Federal finances very 
similar to that upon state and local finances. As business slumped, the 
important receipts from income taxes were cut one-half to two- thirds; at 
the same time the expenditures, due to the various relief and recovery 
measures, rapidly mounted. A deficit appeared in 1931 and averaged $3 
billion a year for a decade, despite a series of increased tax levies starting 
in 1932. Income tax rates were restored to about the 1921 level; estate tax 
rates were greatly increased and supplemented by a gift tax; with the repeal 
of prohibition receipts from the liquor taxes rose; a new Federal gasoline 
tax was enacted; and various New Deal measures led to such new levies 
as the processing tax, the undistributed-profits tax, and the pay-roll tax. 
Though ordinary receipts rose to $6 billion in 1938 — a sum previously only 
barely exceeded in 1920 — the continuing deficits necessitated frequent 
borrowing so that by 1940 the interest-bearing debt was over $44 billion, an 
increase of $28 billion since 1930 and greater than that during the First 
World War. However, thanks to very low rates, the annual interest charge 
was about the same as that on the much smaller debt of 1920. The war on 
depression proved much the most costly type of war the country had ever 
undertaken, as far as direct outlay was involved. Yet even this proved small 
as compared with the cost of the Second World War, the efiects of which 
will be described in a later chapter. 

Total Governmental Receipts and Expenditures, 1938. The situa- 
tion as a whole resulting from the separate development of Federal, state, 
and local fiscal policies needs to be considered and is suggested by the charts 
on the following page covering the fiscal year ending in 1938. It will be 
noted that the general property tax produced about a third of all tax 
revenue and went almost entirely to local government and that the income 
tax on individuals and corporations yielded nearly a quarter and went 
mostly to the Federal government, the next most important tax receipts 
of the latter being derived from liquor and tobacco. For the states, the 
motor fuel and vehicle taxes provided the largest item of revenue. The total 
tax receipts of all governmental units was $15 billion, or $114 per capita, as 
contrasted with about $23 per capita in 1913. Of this total the Federal 
government obtained $6 billion, the local units almost $5 billion, and the 
states nearly $4 billion. In addition to the tax revenue, over $1 billion was 
secured from various sources of nontax revenue and about $1.5 billion net 
from borrowing. It is most significant that a fifth of the national income was 
being appropriated and its expenditure determined by governmental 
authorities. 

How the tax and other receipts of the different governmental units, 
totaling nearly $17.5 billion, were being used is shown by the chart on 
page 729 which covers the expenditures, except debt retirement, of each 
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unit from its own sources and excludes the outlay of each based on grants 
from other units. The largest item, that for “all other” functions than those 
listed, covers most of the wide-ranging activities of government, including 
nearly all those of the essentially regulatory type; yet it makes up but a 
fifth of all expenditures. Thus much the greater portion of the total was used 
to provide the people with certain goods and services. For the time being, 
the largest outlay of this type was for relief, welfare, and social security, 
while a portion of that for other purposes was an indirect form of relief. 
The outlay for education, which in normal times generally exceeded any 
other, came next in order, followed by that for highways and streets, an 
outlay that had risen to second rank in the period before the depression. 
The smallest outlay listed is for health and hospitals, and it is in this field 
that an increase in public expenditures in normal peacetimes is most 
needed. 

Some Features of the General Situation. The great increase since 
about 1900 in the expenditures for education, highways, health, and, of 
late, for relief and social welfare is of the greatest importance for its effects 
upon the distribution of income and the standard of living of different 
economic groups. This has been due chiefly to the rising democratic and 
humanitarian spirit and to the discontent with the great inequalities in 
the distribution of wealth and income. The result has been to provide for 
the masses, on a vastly larger scale than ever before, certain goods and 
services deemed especially important for social well-being that they could 
not otherwise have obtained, thus appreciably raising their standard of 
living. Moreover, to a very considerable extent, this has been done at the 
expense of the rich and the more well to do. 

This trend toward heavier taxation of the rich and its general popularity 
raise questions as to how far it can go and as to the distribution of the 
general burden of taxation among different economic classes that has 
resulted from the rather unsystematic development of the tax systems as a 
whole. The amount of the total tax burden that the rich, or even the well 
to do, could bear is often exaggerated. A mere glance at the figures shows 
that inevitably a considerable portion of that burden would have to fall 
on the middle classes. According to the estimated distribution of aggregate 
income (including that imputed from owned houses and family production) 
for 1935-1936, the total income of all those receiving $10,000 or more was 
about $7.5 billion or only about half of the total tax revenue in 1938. To 
obtain $15 billion from the aggregate personal income of the upper income 
groups in 1935-1936, it would have been necessary to take almost all the 
income of those receiving over $3,500 a year. Actually, this somewhat 
exaggerates the situation, partly because private income was still subnormal 
in those years and partly because the abolition of various other forms of 
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taxes which this system would make possible would provide an appreciable 
addition to the income of this group. Yet such additions would be partly 
offset if it were decided that this group should be allowed to retain at least 
enough income to live on; it might be far more than offset if the imposition 
of such levies had a serious reaction on production in general. It is there- 
fore clear that even the most extreme measures would not have sufficed 
to produce the tax revenue then needed without imposing an unbearable 
burden on a large portion of the middle class as well as on the rich. 

How the tax burden was actually borne in the last analysis at this time 
cannot be determined with any pretense to accurai.y, though a fair impres- 
sion of the general situation is obtainable. "1 he chief uncertainty arises from 
the inability to determine the extent to which numerous taxes, which as a 
group yield around half the total tax revenue, ure shifted to others by those 
upon whom they are levied. The careful recent study made for the Twen- 
tieth Century Fund,^ based on estimates for dilferent classes of individuals 
in New York and Illinois for 1936, concluded ‘hat « he lax system as a whole 
was regressive for the lower income groups up to an income of around $2,000 
a year, and distinctly and increasingly progressive for the higher income 
groups, rising to a point around $100,000 income where it look at least 
half, and at higher levels a considerably larger percentage, of incomes. The 
progressive factor in the system is due chiefly to the relatively recent in- 
come, estate, and gift taxes. The regressive feature is mainly a product of 
the shifting of various taxes so that they add to the cost of goods bought 
by the masses. The group least hard hit by taxes was that with incomes 
between $5,000 and $50,000. A needed reform would eliminate the regres- 
sive feature of the system and place more of the burden on this intermediate 
group. To some extent this was done during the Second World War. 

A recent development in fiscal history, though somewhat analogous prac- 
tices were known before 1860, is the growth of intergovernmental grants 
of funds for various specified purposes, commonly called “grants-in-aid.” 
For the fiscal year 1938 these totaled over $2.2 billion, about two-thirds 
consisting of state grants to local governments and most of the rest of 
Federal grants to slates. Until the 1930’s depression, when grants for relief 
became important, most of the grants were for education and highways. 
Federal grants in particular were often employed to induce states to make 
greater provision for such purposes or to establish higher standards. The 
state authorities usually disliked the resulting increase of Federal power, 
but they welcomed the money, and the results were generally most benefi- 
cial. 

It must also be noted that the various governmental units have often 
sought to use their taxing powers for purposes of regulation and control, 

1 “Facing? the Tax Problem,” Twentieth Century Fund, New York, 1937. 
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any revenue obtained being rather incidental, as illustrated by the tax on 
state bank notes, protective tariff duties, the abortive effort to check child 
labor, niunerous Federal laws during the 1930’s, and other cases scattered 
through the preceding narrative. Such uses of the taxing power have 
generally been severely circumscribed by the courts. 

Many defects of the present tax system, taken as a whole, go back to 
the division of powers between the Federal government and the states. 
Each authority has tended to go its own way regardless of what the other 
was doing, resulting in little coordination, double taxation, and lack of 
balance generally. Competition among the states and fear lest a tax im- 
posed by one state put it at a disadvantage as compared with others have 
often prevented desir^ible fiscal action, though occasionally the Federal 
authority has been able to get around this obstacle. Since many taxes are 
levied and collected in such a way that those who really bear the burden 
do not realize what it is, the demand for economy and fiscal reform is 
weakened generally. A system that led to a greater degree of tax conscious- 
ness is desirable. 

In fiscal administration, this period brought some improvements. One 
of the most important was the general introduction of the budget system, 
the climax being its adoption by the Federal government in 1921. This 
promoted both economy and a better balanced distribution in expenditures 
as well as a closer adjustment of outlay to income and a more farsighted 
iiscal policy. Among the states, the move to establish permanent tax 
commissions was also productive of numerous improvements in tax admin- 
istration. 


SUMMARY OF THE ECONOMIC DEVELOPMENT SINCE 1860 

This chai)ter concludes the survey of the chief fields of economic develop- 
ment during the period between 1860 and 1940. As the three following 
chapters covering the First World War, the interwar years, and the Second 
World War will be concerned only with the general aspects of the dominant 
problems confronting the country at that time, the general summary of the 
most significant developments in the country’s economic history since 1860 
can best be presented here. The points most stressed, as heretofore, will 
be those of primary significance for their bearing upon the effort to raise 
the standard of living of the people. 

The nation’s supply of natural resources received no such additions 
from the acquisition of new territory during this period as in the preceding 
periods. The purchase of Alaska, the resources of which are not yet fully 
explored, has thus far proved significant chiefly for the fisheries, gold, and 
copper. The new insular possessions provided semitropical products which 
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well complemented the nation’s resources, notably sugar, manila hemp, 
copra, and tobacco; domestic interests, however, have tried to limit the 
potential gain from this source, and the Philippines have now been granted 
independence. The acquisition of the Canal Zone, facilitating the construc- 
tion and control of the Panama Canal, ensured a great improvement in 
transport facilities. Within the old boundaries, further exploration, aided 
by scientific advance, led to the discovery of both new and additional 
important resources, notably oil, copper, lead, zinc, silver, gold, bauxite. 



Fic 83. Total production in the United Slates, 1863-1937. {National Hesoarces Cotn- 
niitiee, **The Structure of the American Ecommiy.**) 

and sulphur. Technological improvements and belter transport facilities 
gave value to many resources theretofore uselass. 

The labor supply, as far as determined by the growth of population, con- 
tinued to increase but, for the first time in two centuries, at a steadily 
declining rate which, after 1910, was but half, and in the 1930’s but a 
fifth of that prevailing before 1860. This resulted, despite a decline in the 
death rate, from the marked fall in the birth rate and the drastic restriction 
on immigration. Although the intensity of work was greatly increased in 
most occupations, the weekly hours of work were cut nearly a third even 
before 1930 and still more later; the individual’s years of toil were appre- 
ciably reduced, chiefly by prolonging the period of training. The remarkable 
expansion of the provision for general education, as well as for vocational 
and professional training, greatly improved the quality of labor in nearly 
every occupation. Yet, despite the widespread introduction of laborsaving 
devices, the demand for labor was such that, as compared with other coun- 
tries, this factor of production still remained relatively costly. 
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In the case of the factor capital, however, this period saw the ending 
after 1914 of the relative scarcity that had theretofore prevailed. Though 
the inflow of foreign capital continued till then, the enormous increase in 
the domestic accumulation, due to the growth of the savable fund and the 
developments reacting upon the effective desire to save, was such that 
capital began to flow out and the country became a creditor nation. The 
growing importance of capital as a factor of production made the ending of 
its scarcity the more significant. For the same reason, the rising power of 
those in control of capital and the extent to which that control, facilitated 
by various corporate devices, became concentrated, attained added sig- 
nificance. Because of these developments, this period is sometimes said to 
mark the transition from what is called “industrial” capitalism to “finance” 
capitalism. But in addition to the steadily mounting per capita quantity 
of capital goods that each generation handed on to the succeeding genera- 
tion, and of still greater significance, was the enormous improvement in 
the quality of those goods produced by the progress of science and inven- 
tion and embodied in better machinery, plants, transport facilities, etc. 
This progress, also significant for its reactions upon the other factors of 
production and the structure of the economic order, may be considered 
the greatest contributor to the rising standard of living. 

In the case of the factor business management, the conditions that had 
previously favored the development of an able group of leaders still gen- 
erally remained operative. There emerged the so-called “captains of in- 
dustry,” a group which in such fields as manufacturing, transport, commu- 
nication, mining, and marketing came to be regarded as world leaders whose 
methods foreigners came over to study. As the size of the business enter- 
prise grew, the problems of management became increasingly difficult. For 
meeting these problems, entrepreneurs as a group benefited by the increased 
provision for general education, and in time professional training in busi- 
ness management was made available. Also, the developments in cost 
accounting, statistical technique, personnel administration, and other 
phases of scientific management provided new and better means for 
attacking many of their problems in a more systematic manner. 

Of the progress made in the various sciences, natural, biological, and 
social, almost nothing has been said in the preceding chapters, except to 
note a few of the discoveries and inventions of particular economic signifi- 
cance. Yet the advances in these fields, chiefly the first two, were the basis 
upon which much of the economic achievement of the period was ultimately 
founded. The cumulative effects of these advances brought results un- 
equaled in any similar period in history. Among the social sciences, these 
years witnessed the rise of social psychology and sociology and saw polit- 
ical science devote more attention to the applied problems of politics and 
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public administration. Economics refined or revised the formulation of its 
laws and gave more attention to the institutional background in studying 
its concrete problems. Though the teaching of all the social sciences was 
greatly expanded, the general acceptance and application of the lessons to 
be learned therefrom proceeded much more slowly than in the case of the 
other sciences. In part, this was because social rather than individual action 
was so often required in this field, and wise social action was frequently ob- 
structed by the ignorance of the masses or the power of selfish pressure 
groups. 

The trend of development in the framework of the economic order within 
which the factors of production were combined was along I he general lines 
indicated during the preceding period when the characteristics of modern 
capitalistic industry were appearing. Continuing an agelong trend, that 
toward greater specialization of functions and division of labor was one of 
the most pervasive of the times, and the results were reflected in almost 
every line of economic activity. There was a very considerable trend toward 
integration to secure a more effective coordination and control of the pro- 
ductive processes; yet within the integrated concern specialization was sure 
to be found. In the use of the factors of production this trend led, in the 
case of natural resources, to a better territorial specialization, both among 
different sections of the country and different parts of the world, despite 
the recent spread of nationalistic restrictions on foreign trade. In the case 
of labor, it was reflected in the growing proportion of the semiskilled, skilled, 
and professional groups; the same trend was obvious in the case of entre- 
preneurs. With capital, it resulted in the more highly specialized forms 
assumed by plants, machines, and stores. In addition, the same trend was 
in evidence in the growing specialization among the various institutions of 
the economic order. 

Fundamentally, specialization was a product of technological progress 
and the resulting widening of the market due to improved facilities for 
transport and communication. Though water transport costs were greatly 
reduced as the steamship was improved and deep waterway channels were 
constructed, the greatest gains came to those regions mainly dependent 
upon overland transport; for it was largely during this period that the 
revolutionary effects of the introduction of railroads were experienced both 
in the United States and elsewhere. The recent advent of the motor vehicle 
was chiefly significant for passenger transport and for local or regional 
rather than for long-distance commodity movements; that of the airplane 
for speed in the transport of passengers, mail, and very limited classes of 
goods. In communication, besides the improvement in the older facilities, 
such as printing, advertising, the post office, and the telegraph, this pericxl 
saw the advent of the permanent cable, the telephone, and the radio, offer- 
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ing a speed, a range, and an ease of facilities that immediately became 
essential features of the economic and social orders. 

The character of the marketing organization was inevitably reacted upon 
by all these developments. Generally speaking, however, the progress made 
in this field, owing to the limited chance to introduce machine methods, 
was productive of less striking gains than in some other fields — a fact that 
enabled the older or “regular” channels of distribution to continue with 
less modification than might otherwise have been the case. Outstanding 
changes were the spread of large-scale retailing by the department store, 
the mail-order house, and the chain store; the growth of commodity ex- 
changes; the decrease in the number of middlemen, bringing producer and 
consumer closer together; the assumption by the producer of more of the 
functions of distribution; and the marked expansion of advertising. As a 
result of these changes, the process of distributing goods (including their 
transport) became a more important function in the economic order, and 
its costs tended to absorb a greater portion of the total cost of goods to the 
final consumer. 

Among financial institutions, many developments of the period proved 
distinct contributions to the economic order, yet some created problems 
of a serious character. The chaotic and insecure circulating medium of the 
preceding period disappeared with the substitution of sound national 
bank notes for the uncertain issues of the state banks and the maintenance 
of a normally adequate supply of specie after the greenback period. There- 
after the difierent forms of money were kept on a parity with the standard, 
which was a decided gain, though the standard itself did not escape marked 
fluctuations in value. Moreover, the rapid growth in the use of bank credit 
in the form of deposit currency greatly added to the difficulties of the situa- 
tion and made credit control one of the most serious problems of the time. 
Effective action in dealing with this and other problems was hindered by 
the division of banking control between the Federal and the state authori- 
ties — an obstacle only in part overcome under the Federal Reserve System. 
The rapid rise of the trust company offered a wide range of needed financial 
services, and the creation of specialized institutions to provide agricultural 
credit remedied a long-standing deficiency. 

The vast increase in the use of corporations and the issue of their securi- 
ties was facilitated by adaptations in corporate law, the rise of investment 
bankers, and the better organized and regulated markets provided by the 
stock exchanges. The investor secured many new services, and substantial 
progress was made in establishing controls to safeguard his interests. New 
forms of insurance offered protection against a far greater variety of busi- 
ness risks than ever before; at the same time the general adoption of life 
insurance and the recent provisions for industrial, accident, and unemploy- 
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ment insurance together with old-age assistance or pensions were especially 
beneficial in giving greater security to the masses. Through these and other 
developments, saving was stimulated and a much greater mobility in the 
flow of loanable funds was secured, thus increasing the likelihood that 
capital would be diverted to the most productive uses. The outstanding 
problem still confronting the country in this field involved the relationship 
of monetary and banking policies to the business cycle. 

The general outcome of all thase rapid changas was what is often spoken 
of as the “flowering” of modern capitalism, which may be said to have 
occurred in the sixty years or so centering about the turn of the century. 
This was characterized by the large scale of business enterprise that came 
to dominate a vast range of economic activilu^; by the conimon use of the 
corporation in thase fields and the accentuation of the corporation problem ; 
by the sharpening of the conflict between labor and capital; by the rising 
importance of capital and the power of those controlling it; by the growing 
ferocity of competition along with the marked swings of the business cycle 
and the resulting efforts to prevent, or at le .st modify, the consequences 
of both through resort to various fact hods for checking competition among 
laborers as well as producers. 

Finally, the new problems created by the^e rapid changes, combined 
with a growing concern over the rising power of concentrated controls, the 
increasing inequalities hi the distribution of wealth and inccjme, and the 
fear that the ideals of a democratic social order were endangered, led to a 
rapid extension of activitie^s on the part of the state in the elfort to check 
or eliminate these evils and to protect and foster Ihese ideals. Thus, during 
this period the relatively unrestricted freedom of individual initiative and 
enterprise, along with certain of what had been considered the rights of 
private property, were substantially modified by innumerable laws that 
involved greater social control and were deemed eswsential to maintain the 
efficient functioning of the increasingly complex economic order and to 
foster the ideals of the democratic republic. 

The speed with which the economic order was being changed and the 
slowness that marked legislative and constitutional changes meant that 
the process of adjustment in the social order typically lagged far behind 
the needs of the time. The outcome of the Civil War, by preserving the 
unity of the nation, was of the utmost economic importance. It is significant 
that thereafter no serious threat of secession ever arose. Though the con- 
flicting interests of different sections still played a prominent role in shaping 
legislation, the trend toward an essentially national economy with a growing 
interdependence among the different sections, gave increased economic 
support for political unity. The same trend made many of the problems 
that arose essentially national in character, and hence such as could be 
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effectively dealt with only by the Federal government rather than by forty- 
eight states with all their varying interests. That the Constitution of 1787, 
but slightly altered, could still be used without more serious consequences, 
thanks in part to the element of elasticity in its interpretation, was the 
greatest tribute to the wisdom of those who drew it up; yet few would claim 
that it became ideally adapted to the new economic order. A similar diffi- 
culty, though less marked in degree, appeared in the field of state govern- 
ment; here an added obstacle to advance arose from competition among the 
states, which often delayed desirable legislation. Thus the problem how to 
secure a speedier and better adaptation of the political order to the economic 
order still faces the nation. 

Despite the new problems that arose, it is clear that this period could lay 
claim to a remarkable economic achievement. Aided by a most favorable 
combination of circumstances, it saw the nation rise from a position none 
too eminent among the powers of 1860 to one of economic and political 
preeminence among those of the twentieth century. Of much greater sig- 
nificance in its basic contribution to the well-being of the people, it saw 
their standard of living raised to a level uneqiialed by that of any other 
great nation in the history of the world. Despite its manifold defects, the 
economic order had succeeded in providing means for such ends as the 
people might choose to use them in unparalleled profusion, as well as far 
more leisure in which to enjoy their use. 




Chapter XLII 


ECONOMIC PROBLEMS OF THE 
FIRST WORLD WAR 


Introduction. The chief reactions of the First World War in various 
fields of economic activity have been brieHy noted for ihe sake of continuity 
in the preceding chapters. These scattered bits, however, give no conception 
of the broader problems involved in the effort to mobilize the country’s 
economic resources for war. It is the piurpose oi this chapter, therefore, to 
try to present the problem as a ti^hole: indicatiig its size and general 
(character, suggesting the intricate interrelationships among the different 
fields of economic activity with the extensive coordination necessary to 
attain the desired results, and explaining the organization and methods 
actually adopted. 

An understanding of the economic problems of modern warfare as illus- 
trated in the First World War is important for several reasons: (1) Since 
this “war to end war” failed in that objective and we cannot at present feel 
certain that its successor will prove more successful in this respect, national 
self-preservation requires an appreciation of these problems. (2) The 
twentieth-century mechanization of warfare has made war a conflict where 
economic resources largely determine the outcome, and efficient handling 
of the economic problems is vital for victory. (3) Because mechanized 
warfare has come to involve the whole economic order, its problems well 
illustrate the basic characteristics of that order. (4) As there is growing 
emphasis on social planning and this was by far the most comprehensive 
effort of that sort the country had thus far made, the experience throws 
much light upon what such planning invcJves, even though the problems of 
peacetime planning have certain characteristics differing from those in 
time of war. 

As previously indicated, the outstanding economic problems of war 
involve (1) securing the goods and services necessary for carrying on the 
war, (2) securing the funds required to pay for these goods and services, 
and (3) providing for the economic needs of the civilian population. Both 
the size and the complexity of all these problems have been greatly in- 
creased by the rapid advance in the mechanization of warfare during the 
twentieth century. In this warfare, mere man power in battle counts less 
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than ever before and equipment vastly more; it is a battle of machines and 
back of them not simply of the brains directing them but of economic 
resources and the efficiency with ^hich these are coordinated and quickly 
made available on the battlefront in the form needed. This requires not 
only vastly more elaborate and farsighted planning as well as greater 
extension and concentration of government control, but also the active 
support of a far larger portion of the civilian population than ever before. 
The marked contrast as compared with the Civil War will appear from the 
account that follows. 

Developments in the Years of Neutrality. From the outbreak of 
the war in Europe on July 28, 1914, until the United States entered the 
conflict, Apr. 6, 1917, various developments helped to prepare the country 
for a more effective participation in the war. First, the European demand 
for American foodstuffs, munitions of war, and other supplies tended to 
divert some of the country’s resources to the production of wartime neces- 
sities. In 1916, over $1 billion worth of war munitions was exported, so 
by 1917 the country was better prepared to provide its own war supplies 
than would otherwise have been the case. Second, as the country slowly 
came to realize that it might be drawn into the conflict, it began to make 
its own preparations. In the summer of 1916, action was taken to expand 
the army and the navy and to provide more revenue to meet the expenditure 
involved. 

At the same time, the Council of National Defense was created composed 
of six cabinet members to advise as to “the coordination of industries and 
resources for the national security and welfare.” There was also created 
an Advisory Commission to the Council consisting of seven experts in as 
many different fields and constituting the real initiating and working group 
in the Council; but its first meeting was held Dec. 7, 1916, only 4 months 
before the declaration of war. When one considers the Council’s tremendous 
task of surveying all the available resources for producing and transporting 
war supplies and planning for their speedy and efficient mobilization, it 
seems incredible that almost nothing had been done about this problem 
theretofore. As early as 1910, Congress had been urged to create such a 
council, but it failed to act. Every war from the Revolution down showed 
the need for such planning, and it was obvious that the mechanization of 
warfare made the need infinitely greater. Yet the lessons of history had 
not been learned. Still it was out of the Council and its Commission that 
most of the special bodies organized to deal with the problem finally 
evolved. 

The War Situation and American Resources. When the United 
States entered the war, the outlook for the Allies was by no means favorable 
and soon became worse. Submarines were sinking ships faster than they 
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were being replaced and threatened to create a desperate situation, es- 
pecially for England. The 1917 land operations failed to fulfill most of the 
high hopes. Finally, the revolution in Russia and her withdrawal from the 
conflict at the end of the year released the Central Powers’ troops and 
supplies for other fronts and made possible their great ofl'ensive on the 
western front in 1918 which was the climax' of the war. Obviously, if 
the United States was to exert any appreciable influence on the outcome 
of the war, speed in getting men and supplies into the line of action 
was of the utmost importance, and these must be provided on an enormous 
scale. 

The potential resources of the country for meeting these needs were 
great; the main problem was how the^ com Id ht made available in the form, 
at the time, and in the place where they wer^' most essential. Moreover, 
the scale upon which these were provided must be enormous, and the Allies 
were in desperate need of loans. Tlie navy was the branch of the services 
best prepared to meet the call made upon it, at, lea^ t as far as fighting ships 
rather than transport ships were concerned. The existing army was very 
small, consisting of 200,000 men one-third being members of the national 
guard temporarily called into se rvice for duty along the Mexican frontier. 
Yet the man power that could be drawn upon was great; over 24 million 
registered under the selective service law, while before the war’s end over 
4 million had seen army service, over half of them in France. The real 
problem here was to select the new soldiers and get them trained, equipped, 
and overseas as soon as possible. At the start, however, not even the Allies 
expected over half a million would be sent. 

As for needed raw materials, the country possessed most of them in 
abundance; lack of shipping was the main obstacle in securing what had to 
be imported, such as rubber. The main problem in getting equipment was 
to conserve and control the raw materials, ensure the needed labor, develop 
the producing capacity, and then make certain of adequate overseas trans- 
port. The increase in the output of foodstuffs needed to meet the wants of 
the army and the Allies was fortunately far less than in the case of war 
munitions, for a very large and rapid increase would have been practically 
impossible. As production of foodstuffs depended on millions of scattered 
small-scale farmers, the problem here was to stimulate them to raise their 
output, check all waste, and provide adequate transport facilities. The 
Allies, having by this time about exhausted their own means for paying for 
American supplies, were in desperate need of loans, and there was no other 
form of resource that the United States was able to provide more abun- 
dantly and speedily. The government’s credit was of the strongest, and the 
estimated national income in 1914 exceeded that of the United Kingdom, 
Germany, France, and Italy combined. 
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All these resources, however, were useless unless transport and cargo 
ships were available to carry troops and goods overseas. Yet in suitable 
shipping the United States was very deficient. The same was true of existing 
facilities for ship construction, though the country had an abundance of 
nearly all the essential raw materials. Moreover, to construct shipyards 
and produce the shipbuilding materials required time; yet the utmost 
speed was essential. 

Thus the potential resources that the United States was able to contribute 
were great. But to make most of them quickly effective they had to be 
conserved and mobilized, and to do this effectively required elaborate and 
farsighted planning and the development of an extensive organization with 
a highly centralized administration with sweeping powers. This in itself 
was a very difficult task, not to be accomplished overnight. In fact, it was 
not adequately worked out before the war ended. 

The Problem of Economic Mobilization in Its Broader Aspects. 
Mechanized warfare involved a sudden and enormous shift in productive 
resources from peacetime purposes to those of war. How large a shift is 
crudely suggested by the fact that the increase in Federal expenditures for 
the fiscal year 1917-1918 over the prewar level was equal to about a fifth 
of the national income for that year. Except for a large part of Ihe outlay 
for food, most of this involved a marked shift in the kinds of goods and 
services produced. From innumerable sources there thus arose a demand 
for various raw materials, labor, capital, and entrepreneurship, and a wild 
scramble ensued. What was obviously needed was a complete survey of 
war requirements; an inventory of the available raw materials, labor, and 
facilities for producing, transporting, and distributing the commodities; 
and a coordinated plan involving a system of priorities and rationing which 
would ensure that all these resources were diverted to provide for the most 
urgent needs first of all and as quickly as possible. Such a survey must cover 
not only the resources of the United States but those available to all the 
Allies as well. On the economic as well as on the military battle front, 
coordinated planning and action were essential. 

The urgent demand, backed by the almost unlimited purchasing power 
of the government, and the limited supply of resources immediately avail- 
able meant that, unless some form of price control was adopted, prices 
would skyrocket and the cost of the war would be greatly increased. 
Second, it was certain that this rise in prices would quickly spread to goods 
and services required by the civilian population and that the resulting in- 
crease in the cost of living might cause serious injustice and social unrest. 
Third, it was clear that to allow some individuals remaining safely at home 
to reap enormous profits while others were sacrificing life itself at the battle 
front would have a serious effect upon the morale of both the fighting 




, ECONOMIC PROBLEMS OF THE FIRST WORLD WAR 743 


forces and the public. Important as price control was, however, it presented 
an extremely difficult and intricate problem; it tended to spread through 
the whole price structure and required vigorous support from the produc- 
tion and fiscal policies. 

Since the problem of securing the goods and services required for war 
and that of providing for the needs of the civilian population were closely 
interconnected and often were worked out by the same administrative 
bodies, no sharp separation between them will be made in the following 
narrative. The third problem, that of financing the war, and the integrally 
related developments in money and banking will be explained separately. 
Only the main features of the wartime effort can be outlined. It will be 
seen that at the start there was very little compiehension of the character 
of the problems involved, that the organizations and controls set up were 
evolved pragmatically from the necessities of the situation as experience 
and mistakes indicated what was required, and that throughout the whole 
tendency was toward greater coordination of dire ction and centralization 
of powers. 

The Council of National Defense. The Council of National Defense 
and its Advisory Commission, out of which many of the war agencies 
developed, were formally organized Oct. 11, 1916; but for several months 
there was little action other than discussion of plans for procedure. Late 
in February, 1917, a board was set up to fix standards for the manufacture 
of munitions of war; a month later this was enlarged into the General 
Munitions Board with the function of coordinating the munition buying 
of the various agencies, because, acting independently, they were compet- 
ing with one another and creating a localized congestion of orders. The 
council was designed to serve as a center of contact between the government 
and the economic activities of the nation, and each of its expert commis- 
sioners was assigned to one of the fields of transport, engineering and edu- 
cation, munitions and manufacturing, medicine and surgery, raw mate- 
rials, supplies, and labor. Committees of different producers and manufac- 
turers were set’ up to analyze the resources of each industry and to plan 
with the government for meeting its requirements. 

In February, the commission started to estimate what material would 
be required to equip an army of a million men, since no satisfactory figures 
were available; 2 weeks before war was declared, it felt called upon to 
urge the council that such an army be raised. The degree of public prepared- 
ness is well illustrated by the reported remarks of the Chairman of the 
Senate Appropriations Committee who, on being told of the difficulty in 
estimating the cost of placing a fully equipped soldier in France, exclaimed, 
“My God I You don’t intend to send men over there, do you?” 

Even with the best of efforts, the problem of planning and providing the 


744 


END OF THE FRONTIER; RISE OF CAPITALISM 


equipment for such an army was extremely difficult and subject to constant 
change. The size of different elements in the army was uncertain. How 
much of the army could be sent abroad and when was uncertain until the 
amount of shipping available for troops and supplies was known, and that 
depended on innumerable other things. It was uncertain what kind of 
equipment could be best adopted until it was known what materials would 
be available and whether experiments with a better type would prove 
successful. Changing conditions on the battle front might necessitate 
radical alterations in any plan. Obviously such complex interrelationships 
called for a high degree of cooperative planning and action, yet very little 
of this had been achieved before the country found itself in the war. 

By the latter half of 1917, it was evident that a serious congestion was 
developing in the manufacturing district of the North Atlantic states. 
Various agencies of the government and of the Allies, each acting inde- 
pendently, had piled up such a volume of orders here that they could not 
possibly be filled as wanted. Fuel and raw materials could not be brought 
in fast enough; adequate skilled labor was lacking and in some places could 
not have been housed even if available; confusion and delay in output were 
general. b]very government agency wanted its order filled first, and every 
manufacturer wanted his coal, raw material, and transportation require- 
ments filled first on the plea that he was working on a government order. 
There was no assurance that the things most urgently needed would be 
turned out first. On top of all this, competition among the different govern- 
ment agencies as well as those of the Allies and the efforts of contractors to 
secure supplies or to obtain options to protect bids on orders sent prices 
skyward and caused a constant shifting of labor. 

It was this chaotic situation that led to the creation by the council 
July 28, 1917, of the War Industries Board to replace the Munitions Board. 
Its comprehensive functions at once made it the leading agency for dealing 
with industry, as will appear in the following account. Another result was 
the setting up in August, 1917, of the Allied Purchasing Commission which 
was to coordinate the Allies’ orders with those of the United States, settle 
conflicts of interests, and assist all in securing the best prices, terms of 
delivery, priorities, etc., that were practicable. Thereafter all purchases 
made by the Allies in this country with money borrowed from the govern- 
ment were approved by the commission. Several other branches of work 
originally started under the council but later transferred to independent 
bodies such as the food, fuel, railroad, and labor administrations, will be 
described separately. Other activities continuing under the council and 
reflecting the wide range of iU functions can be briefly noted here. 

The council’s Section on Cooperation with States set up state councils 
of defense in the spring of 1917, and then within each state local units. 
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commonly on a county basis, the total of all units reaching 184,000. This 
promoted uniformity of state action where needed, and the local units 
helped to contact all the people in such matters as food conservation and 
the sale of Liberty bonds. At the same time, the Women’s Committee was 
formed to coordinate and centralize both the organized and unorganized 
forces of women for carrying on a wide variety of war activities. Through 
the National Research Council, which was taken under the council, research 
was directed toward problems in physics, chemistry, engineering, medicine, 
psychology, and other fields where need arose. Through cooperation with 
the council, the General Medical Board was created to uelp mobilize the 
civilian and military medical resources. Another committee dealt with 
highway transportation and the relief of congestion, and still another en- 
listed the resources of universities to solve engineering problems. Thus in 
one way or another, the activities of the council were extended to affect the 
work of a large portion of the people. 

The War Industries Board. Nc* agency set u} to deal with economic 
mobilization had a more direct and comprehensi\e contact with the 
industrial life of the country than the War Industries Board. At first, 
posvsessing advisory powers only, it had to rely upon the support of the 
President, the secretaries of war and of the navy, and other agencies, and 
upon the voluntary help of businessmen. In general, the cooperation secured 
was excellent. However, in the spring of 1918, when it became clear that 
the scope and effectiveness of the board’s work must be increased, the 
President reconstituted it into an independent agency directly responsible 
to himself and possessing enlarged powers. Its personnel and the general 
character of its work continued with little change under ils new and efficient 
chairman, Mr. Bernard M. Baruch, in whose person most of the authority 
delegated to Ihe board by the President was centralized. 

In reconstituting the board, the President declared that its function 
should be 

... (1) the creation of new facilities and the disclosing, if necessary, the opening 
up of new or additional sources of supply; (2) the conversion of existing facilities, 
where necessary, to new uses; (3) th(» studious conservation of resources and facil- 
ities by scientific, commercial, and industrial economies; (4) advice to the several 
purchasing agencies of the Government with regard to the prices to be paid; 
(5) the determination, wherever necessary, of priorities of production and of delivery 
and of the proportions of any given article to be made immediately accessible to 
the several purchasing agencies when the supply of that article is insufficient, 
either temporarily or permanently; (6) the making of purchases for the Allies.^ 

* Clarkson, G. B., “Industrial America in the World War,” p. 49, Boston, 1924. 
Quoted by permission of the publishers, Houghton Miffiin Company. The following 
account of the board’s work is based largely on this volume. 
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As the historian of the board later wrote, “The war was henceforth to be 
conducted not only by the army and the navy, but by them with the War 
Industries Board, and in its field the last was to be supreme.” ^ 

What the chairman called the “backbone” of the board’s structure con- 
sisted of the commodities sections, fifty-seven of which were eventually 
organized to deal with shortages or threatened shortages in different lines. 
Each section served as a clearinghouse for information, gathering the neces- 
sary facts and having a representative from each agency purchasing that 
line of commodities. Contact with the producers was maintained through 
the War Service Committee organized for each industry, which served as 
spokesman and agent for the industry so that the board could deal with 
it as a unit. It was through the commodity sections that the so-called “func- 
tional” divisions of the board— conservation priorities, price fixing, re- 
quirements, labor, and Allied purchasing — obtained their expert informa- 
tion, made contact with the industries and the purchasing agencies alike, 
received suggestions, requests, and complaints, and directed the enforce- 
ment of regulations and controls. 

The power to grant or withhold i)riorities made the priority system one 
of the most effective and comprehensive means for securing coordination 
in, and control over, the industrial life of the nation. It was also a valuable 
aid in price stabilization and control. Though starting earlier, it scarcely got 
underway before the autumn of 1917, and the full possibilities of the system 
were hardly realized, or believed authorized, until the reorganization of the 
board in 1918. The Priorities Board, as then made up, included representa- 
tives of the various buying agencies so that the relative importance and 
urgency of the requirements of each could be fairly considered. It also 
included representatives of other agencies such as those dealing with food, 
labor, foreign trade, and the railroads which, through the cooperative use 
of their powers to supply to, or withhold from, producers the goods and 
services they controlled, were in a position to compel compliance with the 
board’s orders. Also there still remained the powers vested in various offi- 
cials under a series of laws to commandeer plants and goods, which by the 
President’s decree was made subject to the approval of the chairman of 
the War Industries Board. Facing such possibilities in the use of govern- 
mental powers, private business was made very amenable to the wishes and 
orders of the board and resort to commandeering was not often necessary. 

The Requirements Division was not formed until June, 1918, when the 
need for a complete survey of requirements projected far enough into the 
future to allow time to provide the materials and facilities essential for 
their production was finally recognized. Previously, a clearance committee 
had tried to control the filling of immediate requirements so as best to 

» Ibid., p. 48. 
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promote the war effort. The new division secured from all agencies and the 
Allies statements of their needs as far in advance as was practicable in 
view of the constant shifts in the war situation. These were then studied 
as a whole, and the various commodity sections were asked to report on 
the possibilities for meeting the requirements. On the basis of the situation 
disclosed by these reports, clearance of orders was authorized, either with 
or without restrictions as to the power system to be drawn upon, the plants 
to be used, etc., as seemed needed to avoid congestion and make the best 
use of all resources. This system also provided the commodity sections with 
information needed to guide their action. Thus, foi th: ^'rst time, a really 
effective coordinating and planning organi/alj)n was secured; unfortu- 
nately, this was not until the war was nearly over. 

After determining requirements, the next problem was to inventory the 
resources available for meeting them, eilher immediately or in the long run, 
through shifts in their use. For this purpose, the Resources and Conversion 
Section was formed in May, 1918, to take over I he work of the Industrial 
Inventory Section which had been organized a year earlier. The country 
was divided into twenty-one industrial regions, each having an advisor 
and a committee representing its chief war induslries. These gathered in- 
formation as to production resources, the extent to which they were being 
used, the possibilities ol shifting any to war needs, or shifting orders to 
prevent conge^ition. Thus carpet factories were diverted to make blankets 
or duck, horseshoe plants to make trench pi(;ks, stove plants to make hand 
grenades and trench bombs, etc. Where new war plants could best be 
located in view of the productive resources that they recpiired was carefully 
studied. 

The Conservation Division of the board, created in May, 1918, was a 
reorganization of the Commercial Economy Hoard set, up a year earlier 
chielly to deal with distribution problems, but the work of the new division 
was much broader in scope. Wherever shortages of materials, facilities, or 
labor developed, studies were made as to possible measures of conservation 
and regulations formulated, ordinarily by agreement with an industry, to 
put them into effect. These involved such things as reducing the varieties 
of products, substituting plentiful for scarce materials, and eliminating 
wastes. Thus a reduction of 12 to 15 per cent in the yardage used in men’s 
clothing and of 20 to 25 per cent in that for women’s garments was secured; 
33 per cent of the wool used for certain knitted articles was saved. Better 
packing methods, it was claimed, would annually save 17,000 carloads of 
freight space, 141 million cartons, and 500,000 packing cases. Most shoe 
manufacturers cut their number of styles about two-thirds; much more 
drastic cuts were made in the case of various farm implements, the variety 
of planters and drills falling from 784 to 29. 
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The numerous serious problems created by the rapid rise in prices led 
the President to announce in July, 1917, that, if necessary, prices would be 
fixed on government purchases. Various laws authorized the requisition of 
supplies for “just compensation” or “reasonable prices,” and this was 
backed by the power to commandeer supplies or plants. How far the power 
extended to control the price of supplies bought by the Allies or by private 
individuals was in doubt, but in practice it was generally accepted. In 
fact, nearly all schedules of fixed prices were arrange^d by a negotiated 
agreement between the government and the industry involved. 

Actual price control, starting in August, 1917, after a large rise had al- 
ready occurred, was taken up, commodity by commodity, as expediency 
dictated. Except for items controlled by the Food and Fuel Administra- 
tions, the work was done by the War Industries Board and after March, 
1918, by its price-fixing committee appointed by the President who ratified 
and promulgated nearly all the schedules. From the first, the Food and 
Fuel Administrations’ chief aim in i3rice control was to ])rolect the civilian 
population, and the usual method was to fix margins of profit rather than 
the basic prices of raw materials, coal being the chief exception. The War 
Industries Board at the start was fixing prices on government purchases, but 
soon extended its activities to include protection of civilians as well. 
Commonly, it tried to fix the price of basic raw materials, determining 
them on the basis of estimated cost plus a reasonable profit. As costs varied 
greatly among different concerns and the price set was the same for all, it 
was fixed at a point high enough to cover the costs of all but a few of the 
highest cost producers so as not to discourage production and it was 
assumed that taxes would recover most of the higher profits thus accruing 
to low-cost producers. 

Price contrf)l primarily sought to check unreasonable profits and to 
stabilize pricers; it did not attempt the vain task of trying to offset the 
depreciation of th(‘ dollar that had already occurred when it started, as 
was attempted during the Bevolulion. Once started, it proved fairly effec- 
tive where applied, as will be explained later; but the policy followed in- 
volved selected controls rather than the general control finally adopted in 
the Second World War. Even this led to a constant expansion of the range 
of control, because of the endlessly ramifying interrelationship of prices. 
This is one reason why it is essential that controls be applied at the start 
before the rise in prices begins to spread and gather momentum. 

Concerning other activities of the board little can be added here. Al- 
though it helped to remedy the chaotic conditions that arose in the labor 
field, most of that task devolved upon the Labor Administration and other 
units with which the board closely cooperated. To coordinate the needs of 
the United States for certain imports with those of the Allies, an inter- 
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national control of nitrate and tin was arranged, and only the ending of the 
war prevented like control over jute, rubber, leather, wool, tungsten, 
manganese, and several other commodities. 

The Food Administration. The necessity* for increasing production, 
checking waste, and controlling the distribution of food led to the Food 
Production Act and the Food and Fuel Control Act of August, 1917. The 
first law gave the Department of Agriculture powers to stimulate produc- 
tion and promote the conservation of food on the farm. Under the broad 
powers granted the President by the second law, the National Food Admin- 
istration was created, headed by Mr. Herbert Hoovei, with extensive 
control over the processes and facilities involved in the production, dis- 
tribution, and consumption of essential f-Kxls tuffs. This law also declared 
it illegal to hoard, inonop<jlize, restrict the supply, and willfully waste such 
necessaries, or to charge excessive prices therefor. Though Mr. Hoover’s 
general policy was to rely heavily on educational i>ropaganda and voluntary 
cooperation, resort to more stringeit methods be» ame increasingly neces- 
sary. 

A vast campaign to inculcate efficient and economical methods in the 
use of food secured pledges from over 1 1 million homes to follow the sugges- 
tions made, and “Hoovedzing,’' as this was called, was considered a patri- 
otic duty. Hotels and restaurants were placed under fairly strict supervision. 
More complete control over the processing and distribution of the scarcer 
food products was secured by a licensing system applied to manufacturers, 
stores, and distributors of a rapidly expanded list of goods and designed 
to control their flow and limit profits. 

In the case of two commodities, wheat and sugar, additional action was 
deemed necessary. To stimulate the production of wheat, the government 
guaranteed the farmer a minimum price, originally fixed at $2.20 a bushel, 
standard grade, for the 1918 crop. The Food Administration Grain Cor- 
poration, formed by the government, bought wheat and wheat flour, in- 
cluding all the requirements of the United States and the Allies, and main- 
tained the guaranteed price. Eventually other cereals were included in its 
purchases. Its activities helped to stabilize prices and control distribution. 
The Sugar Equalization Board was set up to buy raw sugar from the pro- 
ducers and sell it to the refiners under an arrangement that fixed their 
profit margin and stabilized the retail price. The scarcity of both wheat flour 
and sugar was such that sales by retailers to consumers were limited, but 
the country escaped the detailed rationing of food that was then adopted 
in most European nations and became necessary here in the Second World 
War. 

The Fuel Administration. The shortage of coal was such that the 
Food and Fuel Act, under which the Fuel Administration was set up, gave 
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the President even greater powers over it than over food and backed them 
up with authority to take over and operate the plant or business of anyone 
not conforming with government regulations. The shortage, which threat- 
ened to become more serious for civilians than any other shortage, was due 
to numerous conditions most of which arose, not from inability to mine 
coal, but from lack of transport facilities to distribute it. This in turn was 
due to such things as congestion of war orders in certain areas, lack of 
storage or warehouse facilities, lack of terminal or port facilities, and lack 
of coal cars and ships. The situation was only typical of the complex char- 
acter of many war problems. Obviously, the remedies for most of these 
deficiencies required the cooperation of numerous different agencies. 

The Fuel Administration endeavored to increase output in various ways 
such as decreasing waste, introducing more efficient methods, and reducing 
losses from strikes. The price of coal was fixed at all stages of its handling. 
In cooperation with the Railroad Administration, a zone system of dis- 
tributing coal was put into effect in March, 1918, under which each con- 
sumer received coal from the nearest mine. The resulting elimination of 
cross hauls was estimated at 160 million car-miles. By pooling all the coal 
received at a port so that any of it could at once be used to supply a ship, 
thus eliminating delays in unloading cars and coaling ships, a saving was 
secured in the use of coal cars, wharves, and shipping. In cooperation with 
the War Industries Board, a priority system was worked out to control 
the distribution of coal. 

Voluntary agreements with industries to reduce their use of coal were 
estimated to save 15 million tons a year. In November, 1917, the use of 
coal for electricity to operate illuminated signs, etc., during the evening 
was prohibited. In January, the burning of coal on Mondays in factories, 
stores, offices, and amusement places, with certain essential exceptions, was 
prohibited in the region east of the Alississippi for about 2 months. In 
April, a general rationing for domestic users was inaugurated. Rationing 
of fuel oil had been adopted in January and near the close of the war was 
extended to include natural gas, gasoline, and related products. 

The Railroad Administration. In the case of the railroads, there was 
much the same sequence of experimental steps, each, as necessity dictated, 
leading to a more comprehensive and centralized control, as in other fields. 
Two earlier plans proving totally inadequate, the chief railroads in April, 
1917, voluntarily set up the Railroads War Board with authority to formu- 
late a detailed policy of operations to be accepted by all. To strengthen 
this, the Preferential Shipments Act of August, 1917, gave the Interstate 
Commerce Commission complete control of the use of cars during the war, 
on the basis of which a priority system was set up. When this also proved 
inadequate and it was recognized that a completely centralized and abso- 
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lute control was essential, the President under an act of 1916 took over the 
whole railroad and water transport system Jan. 1, 1918, and placed it 
under the Railroad Administration. Nothing short of governmental powers 
seemed adequate to cope with the financial and labor problems that then 
overhung the railroads. Later the chief express companies were consolidated 
into one concern, which subsequently was placed under the Railroad 
Administration. 

An act of March, 1918, assured the railroads, during government opera- 
tion, an income equal in each case to the average for the 3 years ending 
June 30, 1917. A large revolving fund was established u. pay the expenses 
of Federal control and compensation and also to provide new equipment 
or loans and to develop water transport. The law also ga\ e the President 
power to initiate changes in rates, classilications, and practices, subject 
to the Interstate Commerce Commission. To stave off threatened labor 
trouble, a special commission in May, 1918, recommended wage increases, 
estimated as totaling $350 million a year, to offset the rising cost of living. 
As the roads were already in a difficult financial situation, this soon neces- 
sitated an advance in rates. Through this and the aid of several boards 
set up to deal with labor disputes, any serious interruption of traffic from 
labor troubles was avoided. By operating the railroad system as a unit, 
innumerable economies were secured, facilities were put to the essential 
uses, and congestion reduced. By the time the roads were turned back to 
private operation in February, 1920, the guarantee had cost the govern- 
ment about $1.2 billion. 

It was also found expedient to assume control of various communication 
facilities. On the outbreak of war, the radio systems had been taken over 
and placed under the Navy Department. Under an act of July, 1918, the 
telegraph and telephone systems were at once taken over and put under 
the Postmaster General. In November, marine cables controlled by Amer- 
ican companies were also taken over. 

The War Trade Board. Centralized control over foreign trade was 
needed for three main reasons: (1) to obtain various essential imports, 
(2) to prevent supplies passing to the enemy, (3) to conserve cargo space. 
To provide such control, authorized by the Espionage Act of June, 1917, 
and the Trading with the h]nemy Act of October, 1917, the President in 
the latter month created the War Trade Board which took over the work 
of several temporary boards. This was supplemented by the creation of the 
Alien Property Custodian, to control the private property of enemy aliens 
in the country, and of the Censorship Board. 

After consulting with other agencies to deterihine needs, the War Trade 
Board established controls by a licensing system. The right to refuse 
bunkerage coal and other necessary supplies to ships provided a most 
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effective leverage over the use of shipping. The control over exports needed 
by other countries enabled the government to exert pressure on neutrals, 
and even on the Allies, to supply this country with goods that they con- 
trolled or to take other favorable action. Thus individuals and concerns 
throughout the world whose activities were thought advantageous to the 
enemy could often be placed under some sort of boycott such that these 
activities were abandoned. 

The Shipping Board. The paramount importance of conserving and 
increasing shipping has already been noted. The Shipping Board under the 
act of 1916, in addition to its regulatory powers, was given the duty of 
securing ships and providing for their operation. In April, 1917, it organized 
the United States Shipping Board Emergency Fleet Corporation, with $50 
million of government capital, to which it delegated its powers for the 
acquisition and operation of shipping. Later laws gave the board almost 
complete control over the construction and operation of all our ships not 
under the navy or the army. 

Since most ships required a year or more to build, it was fortunate that 
some could be made available almost immediately. About 600,000 tons of 
German shipping interned in American ports was seized and, despite the 
damage done by the German crews, made usable within 6 months. Negotia- 
tions with other countries secured other ships and in March, 1918, 500,000 
tons of Dutch shipping in American ports was taken over with provision 
for compensation. In August, 1917, the government comnaandeered 431 
steel cargo vessels totaling over 3 million dt^ad-weight tons then under 
construction in the country, and over half this tonnage had been completed 
by Oct. 1, 1918. In fact, such sources rather than new construction started 
by the government provided most of the additions before the war ended. 

As shipyards were already working to capacity, new yards had to be 
built or old ones expanded. The Fleet Corporation built four great “agency 
yards” of which the largest, at Hog Island near Philadelphia, had a capacity 
larger than the total of Great Britain before 1914. These with nearly 200 
other yards eventually gave the United States a capacity of 6 million dead- 
weight tons a year, or about double that of the rest of the world. To speed 
construction, standardization of types of vessels was stressed and pre- 
fabrication of parts before assembly at the yard. Cooperation with other 
agencies helped to ensure prompt and orderly delivery of materials. Scarcity 
of labor became an acute problem, and through a recruiting system the 
number of shipyard workers was raised from 50,000 to 350,000 in 9 months. 
At Hog Island, where 34,000 were employed, a fair-sized city had to be 
built. To lessen the high turnover of labor and prevent strikes, an organiza- 
tion to standardize wage rates and policies and to settle disputes was set up. 

At its height in October, 1918, the program of construction called for a 
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total output of 17.4 million dead-weight tons of shipping, but following the 
armistice this was cut to 13 million tons. Up to Nov. 1, 1918, a total of 
480 ships of 2,756,131 tons had actually been delivered, two-thirds of this 
being requisitioned ships and the rest construction initiated by the corpora- 
tion. The peak in monthly delivery of ships was not reached until Septem- 
ber, 1919; during that year nearly half of the cori)oration’s total deliveries 
took place. The completion of the program took a year or two longer. ' 

To secure the needed centralization of control, the corporation was also 
given the task of conserving, mobilizing, and controlling the use of shipping 
and regulating cargo rates. By mid-1917 rates in trades outside the war 
zone were around fourteen times those in the spring of 1914. As the Chair- 
man of the Shipping Board later wrote. ‘There was nothing to do but to 
own or control every ship thal. flew the Ameri('.an flag and to fix the scale 
of requisition rates ourselves at some fair level that represented legitimate 
values.” This was done in October, 1917, when the Fleet Corporation requi- 
sitioned all American steel cargo and passenger ve>- ;els of 2,500 dead-weight 
Lons or over suitable for ocean service. The owners were generally retained 
as (operators by the corporation, but it controlled the use of the ships and 
the rate^. Rates were often cu> from one-third lo one-lialf and sometimes 
three-quarters of the previous rale. 

Ill veil this centralization of control proved insuflicient to prevent conges- 
tion at ports in both this country and France, partly because the army, the 
navy, and the Shipping Board were each operating separate fleets. Conse- 
quently a Shipping Control Committee was formed to coordinate the opera- 
tion of the combined fleets. Delay in French ports was cut by additions to 
docks, warehouses, and other port facilities and by securing ships able to 
transport locomotives already assembled. Cutting the time for a round trip 
to France in half thereby was equivalent to saving hundreds of ships. Even 
then it was necessary to borrow from England to help transport the troops 
sent overseas in 1918. This was facilitated by the formation of the Allied 
Maritime Transport Council early in 1918 to study the shipping needs and 
resources of all the Allied and associated countries and advise as to the use 
of the available ships. 

The Bureau of War Risk Insurance. When it became evident that 
private enterprise would not meet the needs, a law of September, 1914, 
authorized the government to insure Americ/an, and later certain foreign, 
ships and cargoes against war risks. A limited life and personal injury 
insurance was also offered officers and crews of American merchantmen. 
After the country entered the war, the Bureau of War Risk Insurance, 
established for this purpose, was also made the agency to provide insurance 
and compensation offered soldiers and sailors. The law providing for this 
marked a new departure in policy, and it was hoped it would obviate the 
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need for pension legislation such as had followed previous wars. It provided 
for compulsory and voluntary deductions from the pay of enlisted men, 
supplemented by varying government contributions, to be given their 
dependents, and also for compensation for death or disability incurred in 
service. Servicemen could also secure low-cost government insurance up to 
$10,000 against death or permanent total disability. 

The Labor Administration. When, on top of the greatly increased 
demand for labor created by the war, nearly 4 million active men were 
drawn into the military services and immigration ceased, the necessity for 
conserving and mobilizing labor was obvious. Disputes and strikes threat- 
ened great losses of labor time and delay in production. Workers, enticed 
by offers of better pay, were shifting from job to job causing a high turn- 
over, with resulting waste and inefficiency. Obviously, a nation-wide 
standardization of wages and working conditions for similar work was 
needed. Yet it required a year of chaotic experience before the government 
adopted the necessary centralized control and coordinated administration. 

A great variety of measures helped to increase the supply of labor. Needed 
skilled workers were exempted from the draft; 100,000 laborers were im- 
ported from Puerto Rico and the Virgin Islands; the Boys Working Reserve 
enlisted 300,000, mostly for farm work; after 1915 nearly a million women 
were added to those employed outside the home; an elaborate system of 
intensive training for certain skilled trades was set up. To control the dis- 
tribution of labor, the United States lilmployment Service in cooperation 
with state and local agencias established a nation-wide system of clearances 
and in certain regions special divisions to care for shipyard, dock, railroad, 
farm, and woman labor. During 1918, over 10,000 workers a day were being 
placed. In June, 1918, the President asked employers engaged on war work 
to secure all their unskilled labor through this service and urged labor to 
seek work in war industries. Thus the labor turnover was reduced, some 
degree of priority in the distribution of labor secured, and the flow of labor 
to essential work promoted. 

In the effort to prevent labor disputes and strikes, organized labor 
generally cooperated with the government. When the country entered the 
war, a committee of the Council of National Defense called a conference 
of workers and employers which led to an understanding that virtually 
established a truce between the two groups for the duration of the war. 
Though without the backing of authority, this was observed by most 
leaders on each side; but it proved far from sufficient to prevent many 
disputes. To settle these, the general tendency at first was for each agency 
to set up its own mediating board and formulate its own policies. This 
failed to secure the needed standardization of conditions and often led to 
working at cross purposes, as in the case of a munitions plant strike where 
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representatives from four agencies each with different instructions appeared 
to settle the dispute. In January, 1918, the President’s Mediation Commis- 
sion declared, 

Unified direction of the labor administration of the United States for the period 
of the war should be established. At present there is an unrelated number of sepa- 
rate committees, boards, agencies, and departments having fragmentary and con- 
flicting jurisdiction over the labor problems raised by the war. A single-headed 
administration is needed with full power to determine and establish the necessary 
administrative structure. 

Accordingly the Council of National Defense drew up for the President a 
program for action which he in substance put into effect. 

First, the Secretary of Labor was appointed Labor Administrator. He 
then chose an Advisory Council to study the problems, make plans, and 
supervise their execution. Assistance in planning was provided by the War 
Labor Conference Board made av of representrtives of employers, em- 
ployees, and the public. It recommended ce. tain principles and standards 
of labor policy and the creation of a National War Labor Board to mediate 
and, if necessary, to arbitrate, disputes affecting war work on the basis of 
these principles. In April, the President created such a board with the same 
membership as the Conference Board, and its awards were almost always 
accepted. Later, to supph^ment the essentially administrative work of this 
board, a War Labor Policies Board was set up with members from various 
agencies to work out problems of standardization in more detail and to 
allocate labor according to the most essential needs. 

Among its numerous activities, the Labor Administration endeavored to 
improve the laborer’s working and living conditions. To relieve housing 
congestion, the Housing Corporation was formed in July, 1918, to construct 
and operate workers’ houses, though most were unfinished when the war 
ended. In some cases new transport facilities between plants and homes 
provided relief. Another activity endeavored to promote sound public 
sentiment on labor questions and to place the real issues of the war before 
the workers. There was a service for the training and dilution of labor and a 
special study of the Negro wage earner’s position and the means for im- 
proving it. 

Other Governmental Organizations and the Allied Councils. The 
preceding account gives no adequate picture of the elaborateness and 
comprehensive scope of the wartime organization. Nothing has been said 
of the work of the Committee on Public Information in exercising censor- 
ship or presenting news and views to the public, or of that of the Aircraft 
Board and others in promoting aircraft production. As for the rest, it 
must suffice to note that the “Handbook of Economic Agencies of the War 
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of 1917” lists many hundreds of agencies each of which played some part 
in the great undertaking.^ 

Just as experience showed the need for placing the supreme command 
over military operations on the western front in the hands of one man, so 
in economic affairs the Allied nations and their associates were finally 
driven to recognize the necessity for coordinated planning and concen- 
trated control in the use of their available resources. As a result of an inter- 
Allied conference late in 1917, a series of inter-Allied councils was formed 
for this purpose. That for War Purchases and Finance was to coordinate 
purchases, serve as a clearinghouse on the needs for funds, and develop a 
unified policy in the granting of loans. The Inter-Allied Food Council 
allocated stocks of fo(xl and prepared programs for their transport. These 
programs were turned over to the Allied Maritime Transport Council, 
which began operations in March, 1918, supervising the general conduct of 
Allied transport to secure the best use of the available tonnage. In the 
summer, the Munitions Council began making programs for munitions 
and the requisite raw materials. Minor organizations included those dealing 
with tin, nitrate, petroleum, wheat, and sanitation. For the last part of the 
armistice period, the Supreme Kconomic Council took over most of these 
tasks. These Allied agencies proved valuable chiefly for coordinated plan- 
ning; the extent to which they could exercise absolute control was some- 
times rather limit ed. 

As the preceding narrative makes only loo plain, scarcely anybody at 
the start seems to have realized the enormous size and the infinite com- 
plexity of the problems of economic mobilization for modern mechanized 
warfare. Lessons that might have been learned from the experience of 
other countries during our period of neutrality or even from the Revolu- 
tionary War had not been learned. Consequently the wartime organization 
was worked out under great pressure from day to day as the exigencies of 
the situation seemexl to demand. Typically, it was the repeated experience 
of delay, waste, working at cross purpases, and chaotic conditions generally 
that forced the adoption of policies involving farsighted comprehensive 
planning, a general coordination of effort, and greater concentration of 
control. A year passed before much of this had been achieved, and the war 
ended shortly thereafter. That under such conditions so much was accom- 
plished was remarkable; certainly nobody was more surprised thereby than 
the enemy. 

The Accomplishment. There were relatively few needs for supplies 
of such American troops as got to the European battle front that were not 
adequately met. The total number serving in the different armed forces 

> Prepared in the Historical Branch, War Plans Division, General Staff, Washington, 
1919 * 
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during the war was 4.8 million, or about a twentieth of the population as 
compared with a tenth in the North during the Civil War. The universal 
draft, finally including all men from eighteen to forty-five, was generally 
accepted and provided 60 per cent of the men. Nearly 4 million were in the 
army and half went to France — nearly four-fifths only after May, 1918 — 
and only two-thirds of these served in battle. 

Scarcity of shipping was the great bottleneck limiting the flow of both 
troops and supplies to the front, and the number of ships available to the 
Allies steadily dwindled until the summer of 1918, the increase thereafter 
being primarily due to the output of this country. Thus m the 1918 spring 
emergency requiring troops at once, British shipping was diverted for the 
purpose and eventually transported half of all the men sent overseas. 
American vessels, however, carried 95 per cent of the cargo shipments; the 
monthly peak was reached in November, 1918, with 800,000 tons. Total 
shipments to the army till May, 1919, were 7.5 million tons, nearly half 
consisting of quartermaster’s suppLes, chiefly fcMJu and clothing. The navy 
so efficiently safeguarded American troopships that not a man was lost 
through enemy action in the eastbound passage and but few on the west- 
bound. The convoy of troops in British ships, most of whom were first 
landed in England, and that of most cargo vessels were under British 
control and were also carried on with but slight losses. 

The construction in France required by the American forces nearly 
equaled that in the United States, where the outlay involved $800 million. 
In the ports, eighty-three new ship berths together with warehouses and 
dock equipment were built, lessening delay and tripling the cargo-handling 
capacity. Nearly 1,000 miles of standard-gauge and 500 miles of narrow- 
gauge track were built; 27,000 freight cars and 1,800 locomotives were 
sent over to use as rolling stock; 100,000 miles of telephone and telegraph 
wires were put up. For building training camps, hospitals, etc., local mate- 
rials were generally used. Though the port and railroad facilities were never 
entirely adequate, the resulting delays were not very serious. 

As far as food and clothing went, the supplies of the anny in France were 
always adequate, except for brief local shortages incident to army move- 
ments. To ensure this, a 45-day reserve food supply was kept in France — it 
was fixed at 90 days before the submarine danger decreased. For clothing, 
it was the policy to keep a 3-month reserve in France, an equal quantity in 
transit, and 2 to 3 months’ supply in the United States. Much the same 
situation existed in the case of other supplies subject to rapid consumption. 
This illustrates a peculiar difficulty arising in the early part of a war in 
securing adequate supplies for a rapidly growing army, especially where 
the fighting is far from the base of supplies. It means that at first, if an 
adequate quantity of supplies is not on hand, a productive capacity is 


758 


END OF THE FRONTIER*, RISE OF CAPITALISM 


needed which is two or three times greater than that required later to 
provide a steady flow to a given number of troops. This, together with the 
length of time required in modern processes of production, also means that 
in highly mechanized warfare the nation that has prepared for war possesses 
at the start an enormous advantage over one of equal resources that has not. 

In providing the overseas army with fighting equipment from its own 
resources, the country was less successful. An adequate supply of infantry 
rifles was secured, but to save time most were of the modified Enfield type 
rather than the better Springfield. Until late in 1918, when the efficient 
American Browning reached the front, France supplied most of the field 
guns. The pistol and revolver supply was always inadequate, but the ammu- 
nition for small arms was generally sufficient. Artillery and its ammunition 
were obtained mostly from France and England, also heavy tractors and 
tanks. About a fourth of the airplanes sent to the zone of advance opera- 
tions for American aviators was of home manufacture. The United States 
also contributed to the Allies supply of munitions, notably smokeless 
powder and high explosives as well as raw materials. In the main through 
our own output but in some essential parts through the aid of the Allies, 
the American troops that reached the front were pretty well provided with 
the needed supplies and equipment. 

In the great German offensive in the spring of 1918, the task of holding a 
retreating line unbroken fell mostly on the Allies, though some American 
troops participated. It was then that the effort of this country to answer 
the urgent cry to speed up the movement of troops and supplies completely 
altered the balance of man power on the western front. On April 1, the 
Germans had a superiority of 324,000 riflemen; during June, the balance 
was turned in favor of the Allies; by August 1, it had risen to 277,000 in 
their favor and to over 600,000 by November 1, despite a decline in the 
British and French troops. Thus, when the German attack had been halted 
on July 15, American troops were prepared to take a prominent part in the 
offensive which was immediately launched and speedily brought the war 
to an end. 

The cost of the war in life and money was appalling. The total of battle 
deaths is estimated at 7.45 million, thus exceeding the total of under 6 
million killed in all the chief wars from 1793 to 1914. The direct money cost 
to all the nations engaged is estimated at $186 billion and the indirect 
costs at almost as much again. The grand total thus exceeded the total 
wealth of the United States in 1922, which was figured at $320 billion. 
American lives lost numbered 122,500, less than a half being battle deaths. 
In the expeditionary force, losses from disease were only half those from 
battle deaths — a vast improvement over previous war records. Typhoid 
was practically eliminated from camps. Hospital facilities for overseas 
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troops exceeded needs, and the medical work generally proved highly 
efficient. The immediate money cost to the United States, including foreign 
loans, was over $30 billion. 

The accomplishment in providing for the needs of the civilian population 
during the war can be briefly stated, postponing the effects of the methods 
of financing the war until after those methods have been described. In 
general, civilians were adequately provided with all the necessities and a 
goodly share of the luxuries to which they had been accustomed. The re- 
strictions on the use of food were mostly voluntary and slight where com- 
pulsory. Limitations on the use of aial for domestic purposes were barely 
felt and those on other uses brief. Numer<‘us personal services were cur- 
tailed, but only the less important. Both private and public assistance was 
given the families of those entering the service more generously than ever 
before. There were not a few, among the wage earners as well as the war 
profiteers, whose extravagant expenditures attraeted much attention. As a 
whole, the nation worked harder ixnd for longer hours than customarily, 
and the pursuits of leisure, cultural or otherwise, suffered accordingly. 

The Problem of Financing the War. The account of the methods 
adopted to deal with the third war problem — that of financt^ — can best be 
divided into two parts. The first will deal with the fiscal needs and the 
means chosen to provide ffir them; the second will cover the effects of those 
measures on the monetary and banking system, which was completely 
dominated by the fiscal policy, and the consequences thereof, which were 
momentous in character. 

The staggering cost of modern warfare is a product both of the vastly 
greater military forces which the present economic order makes it possible 
to employ and of the infinitely greater material equipment per combatant 
which technology has devised for use in fighting. Thus, whereas the total 
direct cost of the Napoleonic wars from 1793 to 1815 was probably around 
$6.2 billion, it was estimated that the United States alone, exclusive of 
loans to the Allies, would require twice this sum for only" the first year after 
it entered the First World War. Later, the country was spending in 2 days 
more (specie value) than during the whole Revolutionary War. Yet the 
common belief that the cost of such warfare would soon end a war proved 
mistaken. 

As finally revised, the estimated need of the government for the fiscal 
year ending June 30, 1918, including foreign loans, was $18 billion, or about 
a third of the national income. How to obtain such a sum from the people — 
previously less than $1 billion a year had been taken — without serious 
suffering was a problem. Of possible sources, increased production might 
yield considerable; the annual savings of $4 to $6 billion might be drawn 
upon; for a while the replacement of many durable capital and consumers’ 
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goods could be postponed; most of the rest would have to come from reduc- 
ing consumption. 

Since a direct issue of paper money was considered unwise, Congress had 
to decide how much to raise by taxation and how much by borrowing. In 
favor of taxation it was argued that it was more certain; that it would 
compel saving; that it could take away excessive war profits; that it would 
lessen inflation. Borrowing, it was claimed, would secure funds quicker; 
it would be easier, both for business and private individuals; it would thus 
cause less opposition to the war; it would shift some of the burden to future 
generations. Except for the last, there was some truth in all these claims. 
But as long as the war had to be financed within the country, the burden 
could not be shifted, though unfortunately few seemed to realize this. The 
war had to be fought with the existing, not future, goods and services, and 
the burden consisted in the diversion of these resources from peacetime 
uses to those of war. It is also true that the next generation would suffer, 
since it would inherit less because of the deslriudion ; but this burden would 
accrue no matter how the war was financed. The really important conse- 
quence of the choice between borrowing or taxing is the alteration in the 
distribution of the burden among different groups, both within the genera- 
tion waging the war and within 8ul>scquent generations. 

Raising the Money. Though some urged that half the needed funds be 
raised by taxation, Congress, always mindful of the general and undiscrim- 
inating hostility to new levies, decided to raise only $3.5 billion in this way 
and to borrow the rest. As usual, it took months to get the Revenue Act 
of October, 1917, through Omgress. This law raised income tax rates sub- 
stantially, the peak surtax rate l)eing 63 per cent; estate taxes were ad- 
vanced about a third, and there was a heavy graduated excess-profits tax. 

I he old excise taxes on tobacco and liquors were greatly increased and 
many new taxes imposed, such as those on transportation and various 
forms of luxunoos expenditure. More months hnd to pass before receipts 

mounted appreciably; meanwhile the war was going on and borrowing was 
a necessity. ® 


The Treasury s general policy in war borrowing was (1) to sell short-term 
‘■very few weeks as money was needed, chiefly to banks, 
and (2) to pay these oil, since the banks’ ability to absorb them was limited, 

'“r “I Liberty bonds, also 

hoping that these proceeds would provide a surplus to meet current ex- 
penses for a little while. As the sale of these Liberty bonds required a highly 

S'am LiWt only twice during each of the war years. 

N^veS^r « « *2 billion; the second in 

^4.2 billion. 

The total outlay for the fiscal year ending June 30, 1918, including $4.7 
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billion of foreign loans, was $13 billion. This was much below the previous 
estimate, partly because loans were smaller than expected but chiefly be- 
cause of the slow output of war supplies. Toward this total, taxes con- 
tributed almost $4 billion, 68 per cent coming from income and corporation 
taxes, and net borrowings over $9 billion. This record of providing nearly 
30 per cent of expenditures from taxes was much better than the country 
had ever made in any serious war and far better than those of the chief 
European combatants (see the charts on pages 726-727). 

The original estimated outlay for the second fiscal year of the war was 
$24 billion, including $6 billion of foreign loans, and il was proposed to 
raise a third from taxes. While Congress was still considering how to do 
this, the war ended; the estimate was acrrirflingly cut to $18 billion, one- 
third to be derived from taxes. The law to secure this, though not passed 
until February, 1919, was known as the Revenue Act of 1918. Despite the 
enormous revenue sought, few important new J-axes were levied, most of 
these being excise taxes. It was planned to obtain f. 'ur-fifths of the revenue 
from the income and excess-profits taxes, and Lhe rates for these levies were 
substantially raised and made apolicable to returns covering 1918. 

Meanwhile borrowing was proceeding as before. The Fourth Liberty 
Loan of October, 1918, brought in nearly $7 billion wilh over 22 million 
subscriptions, 84 per cent of these being for $50 or $100. The final bond 
issue, known as the Victory Loan and yielding $4.5 billion, was sold in 
May, 1919. The result for the fiscal year ending in 1919 was that out of a 
total outlay of nearly $19 billion, including $3.5 billion foreign loans, $4.6 
billion was obtained from taxes and minor receipts. 

The total outlay of the government from April, 1917, until the end of 
demobilization, Oct. 31, 1919, was estimated by the Treasury at $34.4 
billion, including $9.4 billion of foreign loans but excluding debt operations 
and postal outlay from postal revenue. This sum was double the total 
Federal expenditures from 1789 to 1900. Practically one-third was met by 
tax revenue and other minor receipts; when foreign loans were deducted 
from the total, the proportion was 43 per cent. As compared with previous 
serious wars, our financing of this war showed two decided improvements: 
(1) The incidence of the taxes fell upon those who were profiting from the 
war to a greater extent than ever before. (2) There was a more prompt 
and extensive resort to taxation and less dependence upon borrowing than 
previously. Unfortunately, however, this was not carried far enough to 
prevent the inflation that attended the enormous borrowing operations, as 
will appear in the account that follows. 

The Monetary and Banking Problems of the War. With the great 
demand for lendable funds both from the government and from private 
enterprise engaged upon war work, it was obvious that conservation and 
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mobilization of the available supply were necessary to direct the flow to 
the most essential uses, to minimize the cost of the government’s borrowing, 
and to prevent needless disturbance of ordinary business. 

To facilitate the sale of Liberty Bonds to the people, they were offered 
in small denominations and on the installment plan. War-savings certifi- 
cates and stamps attracted even the smallest sums. The banks made 
borrowing to buy bonds easy, and favorable rates were offered on loans 
secured by these bonds. Also some bonds enjoyed certain tax exemptions. 
To induce the banks to lend to it, the government greatly increased the 
number of banks where its funds could be deposited and allowed them to 
subscribe for loans by simply crediting the government deposit; this deposit 
was then left in the bank until needed, and the law was amended so that 
the bank did not have to maintain the legal reserve against it. The Federal 
reserve banks also granted member banks favorable rediscount rates on 
loans secured by government paper. 

As the low interest rate stimulated borrowing for nonessential purposes, 
the government was forced to adopt a form of rationing lend able funds. 
Early in 1918, the Capital Issues Committee was set up under the Federal 
Reserve Board, and it requested banks and others aiding in Ihe issue or 
underwriting of any sizable amount of securities to refrain from this unless 
approved by the committee as desirable. A little later, under a new law, 
this work was taken over by a committee of the War Finance Corporation. 
This corporation, formed under an act of April, 1918, with $500 million of 
government capital and power to issue six times this amount of bonds, had 
the function of extending loans otherwise not easily obtainable for a wide 
range of activities considered important for the war effort, including those 
of farmers, manufacturers, public utilities, and banks. 

Monetary and Banking Developments during the War. Since most 
of the measures to facilitate government and private financing involved a 
great expansion of credit, it proved fortunate that the new P’ederal Reserve 
System went into operation in November, 1914, for no such expansion as 
later occurred would have been possible under the old national banking 
system. Even the Reserve System, despite facilitating amendments, even- 
tually had its credit facilities strained to the limit. 

The Federal Reserve System made possible an expansion of credit both 
in the fonn of money, because of the elasticity in the issue of Federal reserve 
notes, and in the form of bank loans, because of the lower rcjserve require- 
ments. On top of this, the inflow of gold raised the supply in the country 
from $1.8 to $3.2 billion in the 3 years ending June 30, 1917. As the gold 
reserve was the final factor limiting the supply of both reserve notes and 
bank loans in the form of deposit credits, this greatly facilitated expansion. 
To ensure that this gold would be used as a reserve, it was made a definite 
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policy to draw gold coin and gold certificates out of circulation into the 
Federal reserve banks; during the war over $1 billion was thus added to 
the gold reserve. 

Until the country entered the war, the credit situation remained rela- 
tively easy, but then the government’s rising need led in June, 1917, to 
amendments to the law to aid an expansion of credit. The reserve require- 
ments of the member banks were reduced, but all the required reserve now 
had to be kept in the*Federal reserve banks. This both hastened the shift 
of gold to these banks and made it easier for them to retain it. Another 
change added some $400 million to what could be counted as gold reserve. 
A few months later, an embargo was placed on all exports of coin, currency, 
and bullion not approved by the government. The Pittman Act of April, 
1918, authorized the melting and sale at a minimum price of some of the 
silver coin, which could be used In place of gold to meet heavy payments 
due to silver-using countries of the Far East. Other changes in 1917 were 
designed to bring more state institutions into the reserve system. As a 
result, their membership rose from under 50 m April, 191 7, to over 900 by 
the end of 1918. Though these made up only 11 per cent of those eligible 
to membership, they possessed over half their total resources. Through 
these and other measures, gold was conserved and mobilized as a reserve 
where it could best facilitate a great expansion of credit either in I he form 
of Federal reserve notes or deposits arising from bank loans. 

The changes in the circulating medium of the country from 1911 to the 
peak of its expansion in the postwar boom are shown in the accompanying 
table. 


Monky in Circulation and Total Stock of Money, 1914-1920 
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1914 

$1.6 

$0.0 

$3.4 

$1.8 

$3.7 

1917 

2 4 

0.5 

4.7 

3.2 

5.6 

1918 

1 9 

1.7 

5.3 

3.1 

6.9 

1919 

1.6 

2.4 

5 7 

3.1 

7.6 

1920 

1.2 

3.1 

6.0 

2.8 

8.1 


The striking fact is the great increase of 119 per cent in the total stock 
of money and of 76 per cent in the money in circulation during these years. 
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The rise in the total stock was due largely to (1) the influx of gold prior to 
our entrance into the war and (2) the far greater issue of Federal reserve 
notes, chiefly alter that date. As regards the money in circulation, the 
increase in this note issue greatly exceeded the withdrawal of gold and gold 
certificates into the Federal reserve banks. Minor changes in other items 
are shown by the chart just below. The decrease in silver certificates, as 
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silver coin was melted d(3wn, was almost offset by the new Federal reserve 
bank issues. Thus, except for the new gold, the increase in the stock of 
money was due to an expansion of credit, based largely on the rising govern- 
ment debt. 

The second form of credit expansion in the shape of bank loans was very 
similar in its proportions. The total resources of all reporting banks rose 
from $27 billion on June 30, 1914, to over $37 billion 3 years later and to 
$53 billion on June 30, 1920. The total of their loans and discounts for these 
three dates was $15 billion, $20 billion, and $31 billion, respectively. This 
doubling of loans, however, had raised them almost to the limit set by the 
gold reserves. At the end of March, 1917, the reserve banks* ratio of total 
cash reserves to net deposits and Federal reserve notes was 89 per cent; 
just before the armistice, it was 50 per cent; and then in the postwar boom, 
it fell to 42.2 per cent on May 20, 1920, or almost the legal minimum. The 
rapid advance in money rates during the preceding months reflected the 
strain and the feeling that the end of credit inflation was at hand. 
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The Results of Credit Expansion. Undoubtedly the expansion of 
credit enabled the government to borrow at a relatively low cost. Money 
rates advanced only moderately during the war, chiefly during the first 12 
months of our participation. The rate on 60-90-day commercial paper rose 
from 434 per cent at the start to nearly 6 per cent; the rediscount rate of 
the Federal Reserve Bank of New York remained at 4 per cent till near the 
close of 1917 and at 4 % per cent during the last three-quarters of 1918; the 
last Liberty Loan bore 4)^ per cent interest, and the highest rate paid on 
short-time loans was 43^ per cent. Despite the substantial saving so ob- 
tained, the Treasury policy has been severely criticized as having en- 
couraged nonessential uses of resources, greatly increased the cost of the 
war through its inflationary tendencies, and aggravated the problems of 
the postwar deflation. 

As the government continued to borrow till the debt reached a peak in 
August, 1919, the policy of keeping rates low was also continued. Since 
rationing of loans had been quickly abandoned, the low rates helped to 
stimulate the speculative postwar boom. This haa gathered such momen- 
tum that, when in November the Federal reserye banks, for the first time 
since 1917 free from Treasury pressure, slightly raised their rediscount 
rates, it had little effect. In January, 1920, in New York this rate was 
raised to 6 per cent and in May to 7 per cent. That month marked the 
peak in the rapid rise in wholesale prices. Then the reaction set in with a 
precipitous drop in prices during the next 12 months. Though heavy losses 
occurred, there was no such acute financial panic as had previously accom- 
panied such events. 

The Effects on the Price Level. The most important results of the 
government’s fiscal policy were its effect upon the general price level and 
the consequent reactions. The course of wholesale prices is shown by the 
chart on page 442 and in more detail in the accompanying table. 

Bureau of Labor Index Number of Wholesale Prices 


July, 1914 

100 

December, 1917 .... 

183 

December, 1914 

98 

November, 1918 . . 

206 

December, 1915 

106 

April, 1919 

203 

December, 1916 

147 

December, 1919 

238 

March, 1917 

161 

May, 1920 . . . 

272 

July, 1917 

187 

June, 1921 

148 


The rapid rise in prices only started late in 1915 when it became evident 
that the war would not end that year; then it carried the level to 61 per 
cent above that of 1914 when the country entered the war, and to 87 per 
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cent above it in July, 1917, when government price fixing began. Though 
limited in scope, this decidedly checked the advance, so that when the war 
ended in Novemoer, 1918, the general level was 106 per cent above that 
in 1914. The effect of the government’s selective price control is made 
clearer by a weighted index number of the War Industries Board which 
separates the movements of 573 controlled and 793 uncontrolled prices. 
With average prices, July, 1913, to June, 1914, as the base of 100, the index 
for the subsequently controlled items — naturally those for which there was 
the greatest war demand — had risen to 209 in July, 1917, just before 
control started; the index for uncontrolled items had risen to only 160. Con- 
trol proved so powerful that the index for these items fell to 189 in June, 
1918, and rose to only 200 in the armistice month; whereas the index for 
uncontrolled items had risen to 200 at that time. Unfortunately, all control 
was abandoned within a few months. Though prices dropped slightly 
until May, a spectacular rise starting in July carried them to a peak of 
172 per cent above the 1914 level in May, 1920. Even after the precipitous 
drop to June, 1921, they fluctuated around a point about 50 per cent above 
the prewar level until after 1929 and did not get back to the 1914 level 
until the bottom of the following depression in 1932. 

It may be noted that the course of prices 1914-1918 was remarkably 
similar to that of 1861-1865; but prices started to drop early in 1865 and 
there was no such immediate postwar rise as in 1919-1920. Also the basic 
cause for the doubling of prices in both cases was the same: a process of 
inflation of money and credit. In the Civil War it took the form of green- 
backs and bank loans, in the First World War the form of Federal reserve 
notes and bank loans. In the former case, the early suspension of specie 
payments took the country off the gold standard; in the latter case, such 
ciurrency as could be redeemed in gold was redeemed at par, but cutting off 
the chief demand for gold by severely limiting its export practically took 
the country off gold, though the government would not admit this. At 
bottom the inflation of the First World War differed from that of the Civil 
War (except for the fortunate early influx of gold) chiefly in the more devi- 
ous methods through which it was brought about under a more flexible and 
centralized banking system. 

Inflation, of course, brought the usual sequence of many undesirable 
consequences. It greatly aggravated the problems of postwar readjustment 
and deflation. After the Civil War, the process of readjustment was not 
completed until about 1878; after the First World War it took even longer, 
partly because of other complicating factors, for it had not been completed 
before the next war broke out, and it entailed enormous losses and great 
suffering. Inflation also resulted in great injustice in the distribution of the 
burden of war costs, to say nothing of the resulting increase in those costs. 
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Leon Henderson later estimated that $13.5 billion of the war outlay might 
have been saved by adequate checks on inflation. Debtors gained and 
creditors suffered correspondingly; those whose wages or salaries failed to 
advance in proportion to the rise in the cost of living suffered, many were 
able to meet this rise only by working longer hours. Public-utility industries, 
caught between rising costs and delayed allowance of an increase in rates, 
often found earnings drastically reduced. On the other hand, large gains 
accrued to other groups. Farmers in general were extremely prosperous; 
large groups among the workers found their real wages were higher than 
ever, though they might work longer hours; despite the war-profits taxes, 
many manufacturers and merchandizers gained large fortunes. A large 
crop of new millionaires arose, though Ixffore I he reaction was over many 
were in sadly depleted circumstances. 

The result of these various reactions, just as in the case of previous war- 
time inflation, was a great shift in the distribution of wealth and income. 
As best summarizing the main incidence of the ii imediate burden of war 
costs, we may accept the estimate of Professor J. ivl. Clark that some $13 
billion came out of increased productive effort during the years 1917-1919, 
but that this was nearly wiped out by the shrinkage in the national output 
of wealth in 1920-1921. The remaining $19 billion came out of decreased 
consumption, partly among income groups such as creditors but chiefly 
among the salaried classes. 

The record of war financing shows that, whereas something had been 
learned from past experience, much still remained to be learned. Whether 
such a war could have been financed without inflation, as some claim, may 
be left as an open question; that the degree of inflation actually resulting 
could have been substantially reduced, thus lessening the attendant evils, 
by a more prompt and vigorous policy of taxation, especially if supple- 
mented by other controls, is undoubted. On the assumption that it was not 
ignorance on the part of governmental authorities, political expediency — 
that is, giving in to demands based on ignorance on the part of most, and 
private profit seeking on the part of some, among the masses — must explain 
the course of action chosen. Unfortunately, these obstacles to sound war 
finance are also in the way of the millennium. 

Social Planning in War and in Peace. The First World War involved 
the country in social planning on a scale not even dreamed of theretofore; 
the succeeding depression after 1929 led to planning on a smaller scale, 
but still far exceeding anything previously attempted in time of peace, as 
will appear in the following chapter. Both experiences led to much greater 
emphasis upon the need for social planning and also provided many lessons 
as to the problems that it involves. However, there are important ways in 
which planning in time of war differs from that in time of peace. 
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Planning in lime of war has the great advantage of a single, clearly 
defined objective — ^winning the war — upon which it is assumed that 
everybody is agreed. People may differ as to the concrete methods by which 
that objective can best be obtained, but the range of possibilities is narrow 
and decision is relatively simple. The objective in time of peace, when 
stated in broad terms such as the general welfare, may be accepted by all, 
but when it comes to determining what that vague concept means in the 
concrete, there is endless variety of opinion. The answer of each individual 
will depend in the last analysis upon his philosophy of life, assuming that 
he has one. Doubtlass there would be many specific things upon which 
substantial agreement could be reached, yet people would still differ as to 
their relative importance and the best means for their attainment. 

Another great advantage in wartime planning is the unusual spirit of 
cooperation and self-sacrifice aroused by patriotism. This is an important 
factor in the attainment of its objectives. Whether it is possible to arouse 
and sustain such a spirit in the more humdrum years of peace is a question ; 
we can only sadly confess that in the past in this country it has not been 
done. 

Peacetime planning has advantages in that there is seldom such need 
for speed of action or for such a comprehensive range of action. The out- 
come of a war may depend largely upon the speed with which resources 
are mobilized and brought into battle. Modern mechanized warfare reacts 
upon almost every phase of social activity so that the most effective war 
effort demands an enormously wide range of planning, as the preceding 
account must have made clear. Planning in peace can be more leisurely 
and take more time for working out its problems; it can proceed step by 
step and is not forced to act at once in so vast a field. Yet in the long run, 
its planning should be far more comprehensive in scope and look much 
further into the future. 

The fundamental difficulty in any comprehensive scheme of social plan- 
ning, once the objectives have been formulated in concrete terms and 
agreed upon, is the infinitely complex character of the problems that arise 
in attempting to carry it out. This is the chief lesson in planning to be 
derived from the experiences of the First World War; the failure to realize 
the interrelationship of problems with the consequent breadth of action 
and centralization of control that were required was responsible for most 
of the mistakes and failures at that time. Planning in peacetime can ordi- 
narily lessen these difficulties by proceeding more slowly, step by step. 
Social planning of some sort, of course, has been going on in this country 
from the very first, and the course of our history shows a slow but steady 
enlargement of the scope of activities for which planning was adopted. 
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That this trend was desirable and that it should be further developed, few 
will deny. The issue is rather at how fast a pace it can wisely and effectively 
be pushed. Clearly, success in planning will depend in no small measure 
upon how much has been learned from the lesvs'ons of the past. The experi- 
ences in planning diu’ing the interwar years provide many such lessons, as 
the following chapter will show. 



Chapter XLIII 


THE POSTWAR DECADE, THE DEPRESSION, 
AND THE NEW DEAL, 1919-1940 ^ 


Introduction. In previous chapters dealing with developments in par- 
ticular fields of economic activity since 1860, the account was brought down 
to 1940 to provide continuity in the treatment of each field and to make 
clear the evolutionary trend. But for the same reason that the war period 
required treatment as a unit to obtain a clear understanding of its problems 
and what was done to meet them, so the interwar period needs a similar 
treatment. Though no one factor so completely dominated action during 
these years as during the war, the problems of readjustment culminating 
in the prolonged depression after 1929 had such an overwhelming repercus- 
sion upon economic life and thought and the methods adopted for dealing 
with them were so interrelated that they need to be surveyed as a whole. 
This involves a consideration of such trends in the postwar decade as were 
factors in the depression and an account of the New Deal program — an 
independent factor in the situation but one that became inextricably in- 
volved in the recovery effort. Such a study is important (1) because, as 
it covers the country’s only comprehensive effort at peacetime planning, 
it provides many illuminating lessons as to what this involves, (2) because 
of the light that it may throw upon the problems of readjustment from the 
Second World War which are certain to beset the country for many years 
to come. 

The phenomenon of t he business cycle is an extremely complex one about 
which we still have much to learn, since there is lack of agreement on many 
points among theorists. Some stress one factor and others another in the 
complicated sequence of causal relationships that lend to generate booms 
and depressions, but there is fair agreement as to certain factors or sets of 
conditions that play some part in the process. Though further study of this 
depression is still needed, the more important developments responsible 
for its generation, outbreak, and subsequent course can at least be de- 
described. 

It is essential for an understanding of the significance of the facts in the 
following account to remember that a depression — which may be defined 
as a relatively low ratio of employed resources to employable resources 
willing to accept employment at the prevailing rates of pay — is funda- 
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mentally due to a lack of proper adjustment between the price of the 
various factors detennining costs and the price at which enough of the 
product can be sold to provide full employment of resources. In other words, 
the cost-price relationship is not such as to lead producers to believe that 
they can fully employ resources and still sell the output at a price yielding 
a fair profit. Hence the basic remedy is to be sought in a readjustment in 
the cost-price relationship. 

This readjustment is commonly worked out in an essentially individual- 
istic competitive order, partly through such regional or occupational shifts 
in the use of resources as their mobility permits, but cnielly through the 
force of competition which, if unhindered, '.vill in time induce ‘^uch changes 
in the cost-price relationship as to giv-* f mploymeiit to those resources 
offered at the resultant market prices. Obviously anything that interferes 
with these methods of adjustment, such as restrictions on the mobility of 
resources and commodities or rigidities in the pxice structure, will prolong a 
depression; it may also be either . aggravated or i modified by new changes 
of various origins giving rise to additional maladjustments or hastening the 
readjustment. 

The Legacy from the War. It is generally agreed that, fundamentally, 
the difficulties that finally culminated in the depression of 1929 originated 
in developments arising out of the war. The more immediate reaction on 
the return of peace during 1919-1921 brought important readjustments, 
but much remained to be done before the world-wide dislocations in the 
economic order could be overcome. Despite the drastic fall in prices 1920- 
1921, the general level remained about 50 per cent above the prewar level 
for nearly a decade; yet hourly wage rates, outside of agriculture, were 
sustained at more than twice that level, while in agriculture wages of hired 
labor were over 70 per cent above it. Since the increase in output per man- 
hour had not risen in proportion, this meant an increase in labor costs per 
unit of product and thus was an appreciable factor in the maladjustment 
of the period. A like difficulty arose from the great increase in public and 
private debt between 1914 and 1921. As the chart on page 775 shows, the 
increase in the private long-term debt was about 50 per cent while the 
gross Federal, state, and local debt increased over five times. Though not 
all the resulting increase in taxes entered into producers’ costs, this did 
involve a substantial addition to fixed charges. On the other hand, credit 
was easy after 1922, aided by the influx of gold, and interest rates fell to a 
very moderate level. 

Though many lines of manufacturing experienced heavy losses in 1920- 
1921, most were soon able, by restricting output and cutting some costs, 
often aided by reorganization or bankruptcy procedure, to show a profit. 
Rapid technological innovations helped to reduce labor costs. The most 
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serious maladjustment was in agriculture. The fall in the price of farm 
products had been greater than that of wholesale prices generally. Yet the 
reduction of output was not only slight but temporary, despite the prospect 
of a decreased export market and the rigidity of many elements in costs 
of production. As the postwar period opened with a serious housing shortage 
and rents continued to rise, the residential building industry was soon boom- 
ing. As ocean shipping became superabundant, cargo rates dropped to a low 
level, but most of the vessels affected were owned by the government. The 
export trade, particularly that in farm products, faced serious problems of 
readjustment due to changes arising out of the war in other nations as well 
as in the United States. 



Fig. 85. Distribution of the world’s monetary gold supply, 1913 10.37. 


In Europe, the dislocation of economic life still existing by 1921 was 
naturally far more serious than in the United States. The leading nations 
had been forced off the gold standard and, staggering under a burden of 
debt, were still, except for England, undergoing inflation. Some had been 
almost completely drained of gold. Their foreign trade was faced with 
many readjustments arising from shifts in political boundaries and changes 
in the items determining the balance of payments, besides the restrictive 
effects of the measures to promote national self-sufficiency or check the 
drain of gold. Outside of Europe, countries that had greatly expanded their 
agricultural exports during the war, like the United States, generally failed 
to curtail output when the European market dwindled, and so further de- 
pressed world prices for farm products. 

Developments Abroad, 1922-1929. As the United States now found 
its economic life more closely bound up with developments abroad than 
at any period before the war since 1815, foreign difficulties became im- 
portant for their reaction on this country. Particularly disturbing and 
persistent were the uncertainty about, and the changes in, the standard of 
value in various countries. By 1925, England had returned to the gold 
standard with the same gold content in the pound as before. It is generally 
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agreed that this tended to overvalue the pound and hence made the main- 
tenance of the gold standard difficult. Italy and, eventually, France also 
returned to the gold standard, but only after devaluing their monetary 
unit to a quarter or a fifth of its former value. In Germany, by 1923, 
inflation was carried far beyond anything the world had previously known. 
Subsequently a new unit, the reichsmark, based on gold and similar to the 
old unit was adopted. In this process, as also in the case of France, about 
four-fifths of the outstanding domestic debts were wiped out, thus facili- 
tating readjustment in this element of costs at Ihe expense of creditors. 

After the leading countrie^j had struggled back to the gold standard, it 
was still a question whether, in view of tb<- existing maladjustments, they 
could maintain it. One obstacle was the F*rgc volume of reparation and war- 
debt payments. Because these as originally planned were fljund to be more 
of a burden than could be met, they were scaled down, but this only miti- 
gated the difficulties involved. On the other h ind, foreign loans, chiefly 
obtained from the United States at d England, pr*- vided at least temporary 
relief. Germany, where interest rales were abnormally high, obtained loans 
more than sufficient to offset the current reparations payments. Unfortu- 
nately, the proceeds were not always wisely used or were devoted to public 
works yielding little or no revenue to meet interest payments, thus causing 
trouble later. The small remnant of old Austria, which seems to have been 
living on its capital, was in a similar situation. The difficulties of countries 
largely exporting farm products such as Argentina, Brazil, and Australia 
were also temporarily relieved by large loans. The lending countries thus 
gained by facilitating an expansion of their export trade. 

Despite the downward trend in world prices for agricultural staples 
after 1925, production continued to expand. Cotton acreage rose to a 
point a third above the prewar level and similar tendencies appeared in 
the case of wheat, sugar, coffee, and various animal products. Many of 
the older European importing countries, desiring to protect their farmers 
against the low prices and also wishing to secure a greater degree of self- 
sufficiency for -nationalistic reasons, began to impose severe restrictions on 
these imports, especially after 1925. This increased their domestic output 
but hastened the decline in world prices, and also led to rising surplus 
stocks. 

By 1925, the volume of world trade was 7 per cent above the 1913 level 
and the output of primary commodities was 17 per cent higher, though the 
world’s population was but 6 per cent greater; yet both trade and com- 
modity production increased 19 and 11 per cent, respectively, in the years 
1925-1929. Nationalistic efforts to build up various merchant marines, 
especially in Germany, kept cargo rates relatively low. Gold production, 
which had substantially declined 1915-1922, picked up quickly thereafter 
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and by 1930 was back at the prewar level. Bui the international movement 
of gold was such that the monetary stock became very unevenly distributed, 
the United States holding about 40 and France about 15 per cent of the 
world’s total in 1929 (see the chart on page 772). This, added to the other 
maladjustments of the period, created a situation of instability which was 
certain to become serious on any powerful unfavorable development. 

Developments in the United States, 1922-1929. The decade, which 
in the light of subsequent events, is somelimes spoken of as “the golden 
twenties,” was one in which, after the quick rebound from the brief but 
sharp depression of 1920-1921, a general and rising prosperity seemed to 
prevail, except in agriculture where, after the ending of two decades of 
abnormal prosperity, many readjustments had still to be carried out. The 
most serious situation existed in the cotton-, wheat-, and livestock-raising 
areas, which had been most affected by the abnormal war demand and whose 
surpluses had to be disposed of in the declining world iiiarket. Other areas, 
producing for the more or less protected domestic markets, also suffered, 
though to a less degree. 

Various elements in costs that failed to decline in proportion to the decline 
in the price of farm products have already been noted. The rapid increase 
in state and local debt, which continued after the war, raised Ihe total to 
about 33 ^ times the prewar level and so greatly increased the farmer’s 
taxes. Those who had borrowed to increase their acreage or equipment at 
the inflated war prices found payments on their debt a far heavier burden 
when prices had dropped. Those that had benefited by the rigidity that 
modified the rise in freight rates during the two preceding decades now 
suffered from the same rigidity when the situation was reversed, despite 
some effort to extend special aid. 

On the other hand, technological and other improvements secured a 
considerable reduction in the cast of producing many farm products. 
Except for the lowered cost of local transport derived from motor vehicles 
and better roads, which was widespread, these gains were largely limited 
to particular products and regions. The attempt to extend aid by the 
marked increase in tarifl’ duties, 1921-1922, proved of little avail, except for 
a few products such as wool, sugar, hides, and spring wheat, which were 
imported in substantial quantities. Despite these unfavorable conditions, 
the general tendency of farmers was to increase production. 

The housing shortage and the continued rise in rents up to 1924 led to a 
great building boom which reached its height in 1926-1928, though new 
contracts remained fairly high for the next 2 years. The collapse of the 
speculative Florida land boom in 1926 had little restraining effect else- 
where. Though building material costs and wage rates in the industry 
remained relatively high, interest rates were fairly low. The rapid growth 
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of building and loan associations and the remarkable development of the 
market for real-estate mortgage bonds during this decade greatly facilitated 
the financing of new construction in the form of workers’ homes, enormous 
apartment buildings, and skyscraper office structures. An increase of some 
$18 billion is said to have tripled the outstanding urban mortgage debt 
during these years. In too many cases, the bonded debt on buildings was 
so grossly excessive that when the depression came disaster followed. 



Fig. 86. Total private long-term debt by major economic divisions, 1900-1938. {From 
National Industrial Conference Board, "'Studies in Enterprise and Social Progress.'") 

Manufacturing in general after 1921 entered upon a period of fair pros- 
perity as profits tended to rise, slowly at first and in 1928-1929 rather 
rapidly. In many lines better methods of production substantially increas- 
ing the output per man-hour helped to offset the high hourly wage rate 
which remained at about double the prewar level, although prices had 
fallen to a point only about 50 per cent above that level. Reduced Federal 
taxes and low interest rates helped most manufacturers, and some benefited 
by higher tariff duties. The spreading concentration of control over pro- 
duction and restrictions on competitive practices Helped to stabilize many 
industries, though the resulting price rigidities delayed the process of read- 
justment. Generally adopting a more conservative financial policy than 
in prewar times, as profits rose increases in dividends were moderate and a 
substantial proportion of earnings was retained in the business — most 
fortunately for many as subsequent events turned out. 

The railroads and other public utilities, caught between rising costs and 
the rigidity of regulated rates, had emerged from the war in a weak finan- 
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cial situation and in need of new equipment. Of the two groups, the rail- 
roads were much the worse off and, in marked contrast to the other utilities, 
except the street railroads, the succeeding decade brought them only 
scanty relief. Improved equipment and a striking gain in operating effi- 
ciency made possible a great reduction in the number of employees and 
helped to offset the higher wage rates; but the competition of motor 
vehicles, which the railroads were slow to meet in an effective manner, 
deprived them of a steadily growing amount of both passenger and freight 
traffic. As a result, they fell considerably short of earning the legally defined 
“fair return.” 

Fortunately for the electric-light and power utilities, this decade brought 
an enormous expansion in the demand for their services, and here, as for 
the railroads, volume of business was a vital factor in the rate of profit. 
Marked increase in technological efficiency as well as greater volume made 
lower rates possible, which helped in turn to increase the volume still more. 
Integration of systems carried out under big holding companies produced 
additional savings. A highly competitive scramble to acquire choice addi- 
tions developed, frequently regardless of location with reference to the 
main system, and often resulting in the payment of fantastic prices, com- 
monly in the form of securities, for the properties acquired. In some cases, 
financial manipulation for the benefit of inside groups played no small part 
in these activities. The outcome was a top-heavy pyramiding of security 
values on a basis of net earnings which, even if only moderately impaired, 
threatened serious disaster. 

These various developments along with others resulted in a very large 
addition to the outstanding volume of private long-term debt, as is shown 
on the chart on page 775. The National Industrial Conference Board esti- 
mated the total for 1929 at $87 billion or almost twice that for 1921, while 
in 1913 it was only $33 billion. On top of this, the gross public debt had 
risen from nearly $6 billion in 1913 to about five times that amount by 
1921. Its subsequent increase up to 1929 was slight and, since the Federal 
debt was substantially cut during these years, was due entirely to the 
growth of state and local debt, much of the proceeds of which went into 
road construction and public buildings and so created an abnormal demand 
for the materials these required. A total burden of long-time debt in 1929 
around three times that in 1913, with a price level only 50 per cent higher, 
not only meant a much bigger element of rigidity in the price structure, but 
it also betokened a weaker setup in the financial structure of private busi- 
ness. 

In the field of money and banking, a basic change was the increase in the 
monetary stock of gold from $2.8 billion in 1920 to $4.5 billion in 1924, 
after which there was no lasting change before 1930. This increase of over 
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50 per cent brought the total to nearly times the prewar level. Add to 
this the changes in the banking system since 1913 that made possible a 
greater expansion of credit on a given gold basis and it is clear why, despite 
the higher price level and greater volume of trade, the decade was one of 
comparatively easy money and lower long-time interest rales. These low 
rates not only promoted borrowing but also tended to raise the market 
price of all income-yielding property. Bankers, pressed to find profitable 
outlets for their surplus reserves and aided by the new Federal laws, turned 
to new lines of investment and an increasing proportion of their assets 
took on a less liquid form. Large sums went to the finani^I.-g of installment 
sales, which are estimated to have risen to about $1 billion a year. The 
purchasing power so secured was used chiefly to buy more ^r less durable 
consumers goods and created an abnormal demand for these i)roducts. 

Foreign loans provided another outlet for lendable funds, and some $4.5 
billion is estimated to have been invested in foreign long-term securities 
from 1921 to 1929, inclusive. These k ans wcie significant, both immediately 
and later, as they affected the balance of into. ua tic nal payments and the 
flow of gold. In so far as these loans helped other countries to meet payments 
due the United States because of its favorable balance of trade, which 
averaged over $700 million a year during this decade, they tended to lessen 
the inflow of gold and to stimulate exports. As long as they continued to 
be made, they gave additional support to the domestic price structure, but 
as they piled up a greater foreign indebtedness to the country, they simply 
postponed the day and aggravated the trouble when settlement had to 
be made. 

Another outlet for surplus funds was found in speculation on the stock 
markets, which eventually developed into a movement, far exceeding any- 
thing the country had ever before experienced. After 1922, as corporate 
profits began to rise, at first slowly and then more rapidly, speculation 
gathered momentum and after 1927, losing all sense of proportion, it shot 
stocks skyward at an unprecedented rate. A group of thirty leading indus- 
trial stocks selling about 60 per cent above the 1924 level in 1926 sold at 
almost four times that level at the peak in September, 1929. At this date, 
the total market value of stocks listed on the New York exchange was 
nearly $90 billion as compared with $27 billion in January, 1925. A seat on 
the exchange selling at $100,000 six years before reached the peak of 
$625,000 in 1929. The fact that New York brokers’ loans had rLsen to over 
$8.5 billion by September, 1929, suggests how extensively lendable funds 
had been supporting this speculative craze. 

The Crisis Years, 1 929-1933, at Home and Abroad. The crisis that 
started in 1929 descended like a stroke from the blue upon a world little 
suspecting, especially in the United States, what the next 10 years had in 
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store for it. The failure of the postwar decade to remedy many of the basic 
economic maladjustments in the world was largely overlooked. Stresses 
and strains in various fields were noted by those familiar with each, but 
few sensed the dangers inherent in the situation as a whole where a crisis 
in some one field might start the series of reactions that would quickly 
aggravate the maladjustments throughout the complex economic order 
and spread general disaster. Some explained the unusual severity of the 
following depression as due to a combination of a cyclical and secular 
downswing in business; later others attributed the stagnation to what they 
called the “economic maturity” of the country, though far more mature 
countries suffered much less. 

In the United States the most deceiving thing was the comparative 
stability of the price level after the recovery from the 1920-1921 reaction. 
This, on the surface, seemed to belie the warnings as to the danger of in- 
flation, and the action of the Federal Reserve Board showed little evidence 
that it sensed such a danger. The slow but ominously steady decline of the 
price level after 1925 went unheeded. Warnings that stock-market values 
were unjustified were given by some a year or two before the crash, but 
others insisted that the country was in a “new era” which fully justified 
them. Banking authorities failed to take any decisive action until the 
speculative movement was quite out of hand. 

The crash in the New York stock market in the fall of 1929 was the first 
conspicuous event to set in motion the chain of reactions aggravating the 
more basic maladjustments that brought on the great depression. In the 
last 4 months of 1929 the market value of stocks listed on the New York 
exchange decreased $25 billion, thus losing between a quarter and a third 
of their value. Even then the dangers ahead were little realized. It was 
insisted that general business would be only slightly affected, and the first 
5 months of 1930 brought a substantial rise in stocks. Then, as the under- 
lying difficulties became more obvious, the decline was resumed and at the 
bottom in July, 1932, some $74 billion or five-sixths of the September, 1929, 
total, had vanished in thin air. Just as the speculative rise had provided 
an artificial support of the latter “golden twenties,” so this phenomenal 
shrinkage aggravated the following depresvsion. 

One of the first reactions of the American difficulties on other countries 
was the complete cessation of foreign loans. A reduction had started in 
1928 as domestic call-loan rates rose and became general in 1929, after 
which little but short-term credits were extended and even these soon 
ceased. England soon adopted a similar policy, and the chief borrowing 
countries at once faced an acute financial situation. A group of debtor coun- 
tries exporting farm products after the drop in their prices in 1930 faced 
not only heavier foreign debt payments but also a shift to an unfavorable 
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trade balance. Help from new loans was cut off and importing countries 
imposed new restrictions on the admission of farm products, thus further 
depressing world prices. Under these circumstances, Argentina stopped 
gold exports, and Australia and Canada were forced off the gold standard. 

In Europe the stoppage of loans and other difficulties led to a financial 
crisis starting in Austria in May, 1931, and soon spreading to Germany, 
where all the Berlin banks except the Reichsbank closed. President Hoover 
arranged a moratorium on intergovernmental debts and reparation pay- 
ments, and Germany practically abandoned the gold standard. As English 
banks were heavily involved in German loans, a run sterling started 
with large withdrawals of foreign deposits iii London, and in September 
England abandoned the gold standard in favor of a managed currency and 
the pound sterling quickly fell in terms of gold. In this she was followed by a 
group of smaller countries, notablv the Scandinavian, closely tied with her 
by trade relationships, and the resulting “sterling bloc” marked the 
practical ending of an effective interaationj-l gold standard, though France, 
several smaller European countries, and the United States still adhered 
to gold. 

The nations devaluing their currency thus secured at least a temporary 
advantage in foreign trade over those that did not, since this tended to 
stimulate exports, check imports, and make possible an easier money policy. 
It also helped industries suffering from relatively high and rigid elements 
in costs, such as debt charges or the impracticability of reducing wage 
rates. Conversely, it placed countries remaining on gold at a corresponding 
disadvantage with deflationary effects unless they could find some means of 
reducing costs. Lacking this, they could resort to measures for subsidizing 
exports and restricting imports, and this was commonly done. Thus a 
vicious circle was developed: deflation of prices led to depreciation of the 
currency and that led to trade restrictions which tended to engender a 
repetition of the circle. 

The world-wide fall in prices generally continued into 1932; in the chief 
countries, prices were then 30 to 40 per cent below the 1929 level, though 
the drop was modified in most countries that went off gold. Generally it 
was more marked for farm products than manufactured goods, except where 
imports of farm products were severely restricted. The decline in agri- 
cultural prices in terms of gold in great exporting countries such as Canada, 
Australia, and Argentina was between 60 and 70 per cent, thus making 
payment of foreign obligations fixed in gold currencies extremely burden- 
some. 

Although the manufacturing output of the chief industrial nations de- 
clined between 30 and 50 per cent, the world’s production of raw materials 
fell little below the 1925-1929 level, while that of foodstuffs actually rose. 
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resulting in both cases in large surplus slocks. The value of world trade in 

1932 was 30 per cent below that of 1929, and the United States and France 
then held nearly 60 per cent of the world’s monetary stock of gold. Wages 
in general were remarkably well sustained, in 1932 being about 5 per cent 
below the 1929 level in England and France and from 15 lo 20 per cent be- 
low in most other countries. The number of unemployed in the world in 

1933 was roughly estimated at 30 million. 

Though the situation that developed in the United States during these 
years became much more serious than in most countries, the administration 
showed less inclination to act than was common elsewhere. At the low point 
early in 1933, wholesale prices were 38 per cent below the highest point in 
1929, thus bringing them down slightly under the prewar level. Farm 
products, however, dropped 60 per cent to a point a third below the prewar 
level. Realized national income for 1933 was 44 per cent below that for 
1929. Whereas wage rates of hired farm labor were cut nearly in half, those 
of common labor were cut only one-quarter and those of factory workers 
less than a fifth. Yet early in 1933 the number of unemployed was estimated 
at around 15 million. 

Industrial production in 1932 was 46 per cent below that in 1929, but 
the output of hirm produce remained the same as the average for 1924- 
1929. After 1930, interest rates fell to a low level and idle capital accumu- 
lated, but there was a rapidly spreading fear as to the solvency of the banks. 
Starting in 1931, the withdrawal of deposits and hoarding of money soon 
gathered great momentum and by the time of the crisis in March, 1933, 
the Federal reserve ratio had dropped from 85 to 53. No banking system 
could withstand such a run and, as previously described, when the Roose- 
velt administration came in the system was paralyzed. 

The Foreign Background, 1933-1939. Of developments abroad from 
the bottom of the depression in 1932-1933 until the outbreak of war in 
1939, a brief summary will sunice. As the process of liquidation slowed down 
and surplus stocks shrank, prices began to rise, further assisted in many 
countries by inflationary measures. By 1936-1937, a fair degree of pros- 
perity prevailed except in the gold-bloc countries. In 1937, the number of 
workers employed in the world was above the 1929 figure, though the hours 
of work had been cut about 10 per cent; the world output of primary 
products was around a tenth larger than in 1929 and the volume of world 
trade nearly the same. The disparity in the ratio of agricultural prices to 
nonagricultural as compared with that of 1929 had been reduced to 10 
per cent. 

In the gold-bloc countries, the deflationary effects of their policy com- 
bined with the rigidity of wage rates and the resulting effects upon foreign 
trade were becoming increasingly difliciilt to bear. Between 1935 and 1937, 
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France lost half her stock of gold; between 1936 and 1938, the value of the 
franc in gold fell 60 per cent as a result of devaluation and abandonment 
of the gold standard. When the United States devalued the dollar in 1934 
and offered $35 an ounce for gold, this with other factors attracted most 
of the outflow from Europe as well as the newly mined output, which rose 
to an unprecedented level. This aggravated the maldistribution of the 
world’s stock (see the chart on page 772). The more normal stage of eco- 
nomic activity that had been recovered by 1937 then received a setback, 
but the loss had been fairly regained when war broke out again in 
1939. 

Even before then, world politics had exercisea an increasingly disturbing 
influence upon economic affairs. In Gennaiiy the depression had helped 
Hitler into power, just as postwar economic troubles in Italy had previously 
helped Mussolini, and thenceforth the economic life of Germany was regi- 
mented with the sole aim of building up military power. Like tendencies 
in Italy, Russia, and, to a less extent, elsewhere, led to abnormal outlays 
for armament, often sustained by deficit fiaancing, which had helped to 
stimulate recovery. As the nationalistic trend toward autarchy grew, re- 
strictions on international ec<fnomic transactions mounted; increasingly 
such transactions were negotiated by governments instead of by individuals 
and shaped by political rather than by economic considerations. The eco- 
nomic world was being split up into segments where the normal processes 
of adjusting economic relationships had less and less scope for operation. 
That, despite all these barriers, international economic dealings continued 
on as large a scale as they did only proved how vital a factor they had be- 
come in the economic life of the world. 

1933-1940 in the United States; the Problems. The developments in 
different economic fields during these years have previously been described; 
the purpose here is to indicate how these developments interacted on the 
general situation so as to promote or retard the attainment of the two 
dominating objectives of recovery and a New Deal. Recovery, it must be 
repeated, was- a problem of readjusting cost-price relationships, so that 
for this problem developments were chiefly significant as they hastened or 
retarded this adjustment. 

A possible policy to secure recovery, at least after the banking crisis 
had been met, was to let things take the natural economic course with the 
minimum of governmental interference, assuming that, as in the past, the 
competitive system and liquidation would work out the necessary readjust- 
ments. This would have meant more bankruptcies and severe suffering 
but, once carried through, would have provided a sound basis for recovery. 
The policy adopted, however, was the reverse. To lessen bankruptcies and 
alleviate suffering, financial aid to those in difficulty, at least to those not 
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hopelessly insolvent, was extended on an Ainprecedented scale. On the 
ground that rigidities in the economic order had so increased that the old 
processes of readjustment could not be relied upon, extensive governmental 
interference was urged. Logically, this implied action to decrease these 
rigidities, but in the confusion of dual objectives this point was often 
forgotten. Also, in so far as international economic relations were involved, 
greater governmental action to secure cooperation with other nations was 
necessary. 

The New Deal promised in Roosevelt’s election campaign had not been 
formulated in any very specific shape. Broadly generalized, the objectives 
were (1) a more equitable and socially desirable distribution of wealth and 
income, mainly for the benefit of the “forgotten man,” particularly the 
laborer and the farmer, (2) an elimination of certain evils in the economic 
order which checked its functioning efficiently but which, if removed, would 
still make possible the retention of that order. 

More specifically, as later carried out in action, the New Deal program 
centered about the following objectives: (1) Improving the condition of 
the laborer by strengthening his position in collective bargaining, fixing 
minimum wages and maximum hours, increasing his security, providing 
him with better low-cost housing, and eliminating child labor. (2) Aiding 
the farmer by strengthening cooperative marketing, providing cheap credit 
to all and special help to tenants, improving farming methods and, through 
various means, by raising and stabilizing the price of farm products. (3) 
The elimination of certain forms of competition believed to have undesir- 
able consequences and the stabilization of certain industries such as soft 
coal and petroleum where competitive waste was conspicuous. (4) Improv- 
ing the monetary and banking system to promote sounder banking, check 
speculative excesses, insure the smaller depositors, and especially to provide 
the control needed to check the swings of the business cycle. (5) The reform 
of at least some of the corporation evils, through greater publicity of facts 
and elimination of investment trust abuses to protect investors, provision 
for more efficient procedure in reorganization and bankruptcy, and more 
adequate control of public-utility holding companies. (6) The promotion 
of more effective regulation and coordination of rail and motor-vehicle 
transport and an expansion of the merchant marine. (7) Increased protec- 
tion for the consumer, particularly against false or misleading advertising, 
monopolistic prices, and excessive rates for electricity. Unfortunately, the 
means adopted to secure some of these New Deal objectives conflicted with 
those intended to promote recovery. 

The Recovery Measures. The marked success of the Roosevelt admin- 
istration in reviving the stricken banking system has previously been de- 
scribed. The action taken was prompt and thorough; the most necessary 
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banking facilities were quickly restored and great unnecessary losses pre- 
vented. To check needless liquidation in other lines of economic activity, 
the chief reliance was placed on extending government loans at low rates — 
an essentially sound and constructive policy provided the loans were not 
excessive. Revision of the bankruptcy laws also facilitated and eased the 
process of readjustment as did, in a far less discriminating way, the mora- 
toria laws. Many contractual charges out of line with the altered condi- 
tions, such as rents, were revised by private agreement. Such measures, by 
ensuring a slower and more orderly liquidation, saved enormous needless 
losses, though they tended to delay complete readju&twient in cost-price 
relationships. 

For more positive action to promote recovery, the m.dn reliance was 
placed on various measures to sustain or to raise prices. Jilxcept for the 
pressure to lower rates for electricity, the effort to ensure easy credit, and 
the very belated antitrust drive, almost nothing was done to promote 
readjustment by reducing prices that were out of hne. The highly inflation- 
ary powers granted in the Thomas Amendm iit to the Agricultural Adjust- 
ment Act of 1933 with the subsequent devaluation of the gold dollar,^ the 
NR A, and most of the laws affecting farm products, soft coal, oil, and labor 
were all designed to support or to raise prices. The very extensive provision 
for various forms of relief for the unemployed and the unparalleled spread 
of restrictions on competition had a like tendency. This policy, being in 
line with the usual inflationary demands in a depression, was generally 
popular, but there was no assurance that it would secure the discriminating 
cost-price readjustments essential to sound recovery. 

The monetary legislation of 1933-1935, including the Thomas Amend- 
ment of 1933, the Gold Reserve Act of 1934, and the Silver Purchase Act 
of 1934, reflected a compromise between the demands of the extreme in- 
flationists in Congress and the wishes of the administration for a managed 
currency system. Under it, the President starting in 1933 began to increase 
the price offered for gold, thereby depreciating the dollar in foreign ex- 
change rates, and in January, 1934, he devalued the gold dollar to 59.06 
cents, which was the equivalent of $35 an ounce for gold bullion. As the 
authority to devalue the silver dollar was not used, this made the coinage 
ratio 27 to 1. At the same time, all gold coin and gold certificates were with- 
drawn from circulation, the profit on the higher price of gold being secured 
to the government, the coin was converted into bars, further coinage of 
gold was stopped, and gold payment clauses in contracts abrogated. The 
Treasury offered to buy all gold presented at $35 an ounce, and this soon 

1 The power to issue $3 billion of United States notes to retire ffovcrnmerit obliga^ 
tions, included in this amendment, was not used and was later repealed. This amendment 
and a later resolution made all forms of coin or currency full legal tender. 
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led to such an inflow that measures had to be taken to prevent its adding 
to the banks’ large excess reserves. 

The Silver Purchase Act, reflecting the often seen pressure of inflationist 
and silver interests, authorized the Treasury, as seemed in the public 
interest, to buy silver until it constituted a quarter of the total monetary 
value of all gold and silver stocks or the price reached $1.29 an ounce. Silver 
certificates were to be issued equal to the cost of the bullion purchased. By 
1942, the Treasury had added $1.5 billion to its stock of silver bullion, but 
long before this, as it became evident that, despite its purchases, there was 
little likelihood of attaining either of the goals set, the buying of foreign 
silver was sharply curtailed. Meanwhile the domestic silver producers’ 
interests were well protected by the government assuring them prices that 
were commonly much above world prices, and then an act of 1939 obliged 
the Treasury to buy their output at 71.11 cents an ounce. The marked 
changes in the money in circulation resulting from this legislation are 
shown by the chart on page 764. 

Combined with the legislation concerning banking, these laws as admin- 
istered marked a long step toward the adoption of a managed currency 
policy, at first directed toward securing a higher but stabilized price level 
though latterly laying much more stress on a stabilized economy with full 
employment of labor and resources. They also resulted in shifting much of 
the power over the supply and the cost of money, including both currency 
and bank deposits, from the Federal reserve authorities, relatively inde- 
pendent of politics as originally planned, to the Treasury and above it to 
the President. Possible conflicts of policy between these two groups added 
to the division of authority over the banking system. 

Great hopes were placed on the devaluation of the gold dollar. This 
combined with the gold-purchasing policy (not to mention the purchase of 
silver) greatly stimulated the production of gold and led to such a large 
and unexpected inflow that the stock, in terms of the devalued dollar, rose 
from $7.8 billion in June, 1934, to $12.3 billion 3 years later. Even then, 
though prices rose somewhat, owing partly to other causes, the results fell 
far short of the hopes. 

The chief immediate effect was to stimulate exports; it helped to offset 
the effects of the depreciation of foreign currencies, but the results were 
in turn limited by countervailing restrictions abroad. It made it easier for 
foreign debtors to pay their American obligations, but it made it harder for 
countries trying to keep their currencies at the old gold parities and to 
protect their gold reserves. Temporarily, devaluation presumably had a 
stimulating psychological effect on business, but this soon wore off as the 
anticipated inflation failed to materialize. Obviously, it was of little use in 
overcoming the maladjustment of high wages, since the government was 
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also trying to boost wages. Eventually it became evident that, as long as 
large amounts of economic resources remained idle, there was slight pros- 
pect of much rise in the price level (see the chart on page 442). 

The influx of gold and the piling up of enorinous surplus reserves in the 
banks supported the government’s policy of easy credit to promote re- 
covery and resulted in a period of the lowest interest rates the country 
had ever known. As far as it went, this furthered readjustment in the cost- 
price relationship, but its effects proved much less than many had expected. 
Actually it was chiefly useful in enabling those free to do so to refund their 
debt at a substantial cut in the interest charges. Also the government 
greatly benefited in its heavy borrowing for deficit financing, since the 
interest charges on over $40 billion of d^'bt were about the same as on only 
$25 billion in 1920. The lower interest rates substantially reduced the in- 
come of many individual and institutional groups of creditors. Savings 
banks had to cut their interest rates on deposits, insurance companies had 
to reduce dividends to policyholders or increase premium charges, and 
endowed educational or philanthropic institutions had to curtail their 
expenditures. 

Relief and Public Works Measures. Relief for the unparalleled num- 
ber of unemployed and destitute was a matter of necessity. The main 
questions were what fc»rm it was to take and how the cost was to be met. 
The resources of private charities were totally inadequate, and many local 
governments found the burden too heavy, so extensive resort was had to 
Federal aid, as was common in great emergencies. For those able to work, 
jobs on public works or other tasks were considered more desirable than 
direct relief: it was better for the morale; it would prevent total loss of 
labor time through idleness; it would provide many desirable public im- 
provements or services; and it would serve as a pump-priming stimulus to 
recovery, especially in the abnormally depressed construction industries. 

The policy of deficit financing of public works at such a time is commonly 
approved; criticism must relate chiefly to details in carrying it out. The 
need for speed prevented the most careful consideration of projects in the 
absence of previous plans. Often the labor available was not well adapted 
to the work and inevitably some politics, private graft, and other weak- 
nesses of governmental work entered in, so that the cost of projects was 
apt to be high. Nor did the pump priming, despite the large outlay — in 
6 years the Works Projects Administration spent over $11 billion on its 
projects — prove sufficient to ensure recovery. 

In so far as public works relieved the pressure on the labor market from 
the unemployed, it supplemented the program for raising wages. As the 
general policy was to pay prevailing wage rates, it had the unfortunate 
tendency to lessen the incentive to get back into private employment. 
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Direct relief was often very meager, but it enabled many poor families to 
shift some of the burden of supporting dependents to the state and so 
afforded special relief to this group. Not a little of this form of relief came 
to be accepted as a permanent social policy. 

The Agricultural Program. The agricultural program was one where 
both recovery and New Deal reforms played a part in shaping legislation. 
Broadly generalizing, down to about 1936 the first objective was dominant; 
thereafter the second was increasingly in evidence. This shift was due 
primarily to the marked improvement in the economic situation of the 
farmer between 1933 and 1936. As there was little reason to expect that 
the abnormally low prices of 1932 for farm staples would endure, there 
was good ground for helping farmers not hopelessly involved through the 
worst years till the usual rebound of prices occurred, thus preventing need- 
less suffering and losses, and then gradually withdrawing the artificial sup- 
port and let agricultural readjustment take the natural economic course, 
in the belief that this would tend to bring about the best allocation of the 
use of economic resources. As actually developed, however, the general 
policy during the latter years, with minor exceptions, was exactly the re- 
verse of this. In many ways, it increased the artificial support given to 
agriculture and checked rather than promoted the readjustment to changed 
conditions. 

The chief criticism of the earlier measures to provide temporary aid would 
not relate to the general policy but rather to the tendency in matters of 
detail to overlook the need to further the desirable long-run readjustment, 
as where crop loans were granted at too high a level of value or measures 
resulted in loss of export markets. The earlier laws often gave more help 
to the farmers in less need of assistance than to those in most distress. Both 
then and later, there was too much of a tendency to stress higher prices 
and ignore volume of output as essential to the farmers’ prosperity and 
to overlook the resulting reactions upon recovery in the total national 
economy. 

In the case of measures less concerned with helping agriculture through 
the depression, there was good reason, as a part of the New Deal program 
to help the less privileged classes, for trying to counteract certain weak- 
nesses in the economic position of the farmer. The support given marketing 
organizations to secure the collective and orderly sale of farm produce 
could be justified on grounds similar to those used to aid the organization 
of labor for collective bargaining, though both involved the danger of 
abuse. There was also good reason to help the farmer secure access to 
lendable funds on equal terms with others. 

The danger arose from the difficulty in determining where to draw the 
line between action which put farmers on an equal basis with others and 
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that which granted them special privileges. Similarly, there was an essen- 
tially sound idea underlying the concept of the ever-normal granary. The 
danger was that the use of this device, instead of being limited to lessening 
the fluctuations in prices between good and bad years and so securing a 
better distribution over the years of the use of the products, would be 
employed to maintain an unjustifiably high price level. Methods of con- 
servation, admittedly desirable, were fostered by a system of payments 
that had far too much of the character of a public subsidy. Increased re- 
strictions on imports of farm products only hastened the depletion of our 
natural resources. 

The most serious criticism of the trend in the development of the agri- 
cultural program concerns its long-run conseciuences. The policy adopted, 
usually under great pressure from the various farm groups, reflected too 
much of the common tendency to raise pri*.es b^ limiting output, even 
after a substantial recovery from the low prices of the depression. This 
meant an economy of scarcity and tended to lower the standard of living. 
That the great stress placed on the parity pure iiasing-power formula, so 
\ery favorable to agriculture, was simply because it would raise prices, 
became only too clear, since, whenever parity was about reached or sur- 
passed, a new method for calculating it which would raise prices still higher 
was demanded. Nobody would have dared to suggest that a like formula 
be applied to manufactured products, for its economic absurdity would 
have been too obvious. Its whole tendency together with that of many 
other, though not all, measures was to stabilize a status quo supported by 
public subsidies, rather than to facilitate such a readjustment to new con- 
ditions as would eliminate the need for further public favors. As this policy 
tends to prevent the most efficient allocation of the use of economic re- 
sources, it is subject to the most severe criticism. 

The Labor Program. In the labor program, New Deal objectives were 
dominant from the start and promotion of recovery a secondary matter. 
Improvement of the condition of the laboring masses was the problem 
closest to the heart of most New Dealers and probably few would disagree 
with this choice of the field where economic reforms were most needed. The 
question that arises here, therefore, is not one as to the desirability of the 
general objectives, but rather as to the means adopted for attaining them 
and the effects upon the recovery effort. 

In the first place, it must be realized that a substantial and rapid increase 
in wage rates or other factors affecting labor costs, since these costs (includ- 
ing that involved in raw material costs) are commonly much the largest 
item in total cost, is certain to cause temporary maladjustments having a 
depressing tendency on business, unless the effects are offset by other 
developments. Such an increase can be carried through most easily in a 
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period of prosperity when prices are rising, volume of output is increasing, 
and there are marked gains in the efficiency of production. The chief 
justification advanced for initiating such an increase at the bottom of a 
severe depression was the theory, which secured widespread acceptance 
at this time, that higher wages would increase consumer purchasing power 
and thus promote recovery. Also the political situation favored such action. 
Election promises had been made; the party had won an overwhelming 
victory; here was a chance to promote reforms long overdue. 

The first important part of the labor program was embodied in the 
National Industrial Recovery Act with its codes designed to set minimum 
wages, limit hours, and increase labor’s strength in collective bargaining. 
Together with other features of the codes restricting competition, this 
greatly increased the rigidities in the price structure just when the opposite 
tendency was needed to further the price readjustments essential to sound 
recovery. That certain of the code provisions were desirable, though poorly 
timed, should be admitted. Many laborers gained shorter hours, and work 
was spread to absorb some of the unemployed; but higher wages were in 
part offset by higher prices, and such increase in purchasing power as was 
obtained proved insufficient under the continuing maladjustments to stimu- 
late the investment needed for recovery. 

After the Supreme Court condemned the NRA, the government took 
no action to replace the code provisions restricting competition, but it was 
slow in starting its vigorous attack on trusts, and resale price maintenance 
in states permitting it received Federal sanction. Its labor program, how- 
ever, was still vigorously pushed by the administration, and it soon secured 
the passage of a group of yet more comprehensive measures which, aided 
by a shift in the personnel of the Supreme Court, generally obtained the 
approval of that body. After 1936, hourly earnings in manufacturing indus- 
tries were regularly above those of the boom year 1929. Though by this 
time improved business conditions made rising wages less of a strain and 
there had been more time to adopt laborsaving methods, the general effect 
of the program tended to retard recovery and to increase the volume of 
unemployment; its defense would have to rest largely on grounds of social 
justice. 

Considered from the long-run point of view regardless of the effects on 
recovery, the main features of the labor program provided many desirable 
reforms. Strengthening organized labor to put collective bargaining on a 
more equal basis is simple justice, provided there are safeguards to prevent 
misuse of the power secured. The measures to provide greater social 
security and to put the costs involved where they can better be borne are 
in harmony with present social ideals. Opinion regarding minimum-wage 
and maximum-hour legislation will depend largely on the standards set 
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and the provision for flexibility in administration. Despite the element of 
rigidity thus introduced, the elimination of sweatshop wages is sound 
social policy; more than anything else setting a minimum helps those un- 
organized groups of workers which are generally in the greatest need of 
help. That there should be some limitation on hours all will agree; the real 
issue is where to draw the line and what differentiations to provide for. 

The feature most open to criticism in the wages and hour legislation was 
the rapid decrease to the basic 40 hours a week above which a higher rate 
of pay became effective. There were very few cases where a 40-hour week 
was needed for safety or the protection of health; vanuus administrative 
agencies admitted that something nearer rt 48-hour week might yield the 
maximum efficiency, but were prepared Uj compromise with powerful 
groups like the AFL that were demanding a 30-hour week. It was justified 
at the time as spreading employment and increasing purchasing power, yet 
in so far as its tendency to increase labor costs was not offset by greater 
efficiency and larger output, whic h often requir. d time, it would tend to 
decrease employment and raise the cost cl living. Moreover, despite its 
original purposes, it remained the law when the demand for labor far 
exceeded the supply and purchasing power became so great that it had to 
be restricted. In the long run, assuming that these new standards will 
prevail, labor will probably gain, but chiefly in the form of more leisure 
time; for considerable groups the higher earnings will more than offset the 
higher cost of living, yet there are also many groups where that outcome 
may be reversed. 

Finally, the combined effect of numerous measures created a situation 
involving potential dangers that should not be overlooked. The power of 
labor, chiefly that of organized labor, has been greatly augmented. Yet 
even today organized labor represents only about half of the country’s 
organizable wage earners. Can it be counted on to use its new powers to 
promote the general welfare rather than that of special groups? Admitting 
that its activities in the past have been beneficial on the whole, it still must 
be acknowledged that too often they have aided only a small group at the 
general expense and not infrequently they have been so shortsighted as to 
work long-run injury to the very group that they were intended to benefit. 
With the recent great split in the ranks of labor, the struggle of each group 
for supremacy time and again interfered with even the war effort. Stronger 
unions have made the increased rigidity in the wage structure a problem of 
still greater seriousness in the attack on the business cycle. All these dangers 
obviously call for the most intelligent and farsighted type of leadership if 
labor’s new powers are to be used for the common weal. 

Other New Deal Reforms. Of the other New Deal reform measures, 
little need be added here, since most were covered in earlier chapters and 
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their effects on recovery were generally of minor importance. Such influence 
as the banking measures had on recovery, after the successful meeting of 
the banking crisis, was favorable, though not very marked; the most im- 
portant was the tendency to keep credit easy and interest rates low. In 
view of the inflationary monetary policy and the great influx of gold, the 
measures designed to secure greater Federal control over bank credit were 
the more needed, yet the fundamental difliculty arising from the dual 
system of state and national banks still remains. The protection of small 
depositors by the Federal insurance system seems desirable and lessens the 
likelihood of a panicky run by this group, but it will require careful super- 
vision and has yet to face a real test of its success. 

The attack on the corporation problem, and especially the evils of cor- 
poration finance, was limited in scope, partly because of the division of 
powers between the state and Federal authorities, so the latter had to fall 
back on indirect methods for controlling state-incorporated companies. 
As far as they went, the measures to check abuses of the investment trust 
and the public-utility holding company and to secure more publicity of 
facts about securities listed on the exchanges were certainly desirable. 
Experience showed the need for modifying some details in administration, 
but there was little justification for the assertion that legitimate business 
enterprise working toward recovery was appreciably hindered thereby. 

In the field of transportation, progress was made in better coordinating 
the control of various facilities. Under the new bankruptcy law, a fairly 
thorough reorganization of various railroads was slowly worked out. The 
very substantial new subsidies to the merchant marine doubtless made a 
slight contribution to recovery; their primary justification came in the 
resulting assistance in national defense during the war. 

When it comes to measures primarily designed to aid the consumer, the 
achievements of the New Deal were negligible, despite the President’s 
early declaration that this was to be one of his chief objectives. After several 
years of vigorously pushing various measures intended to limit output, 
restrict competition, and support monopolistic organization, the adminis- 
tration finally adopted an energetic policy against the trusts. The major 
attack was upon the building construction industry where the government 
claimed that combinations of contractors, producers of building materials, 
uhd labor unions, aided by city building codes, raised costs between 20 and 
25 per cent. By 1938, wage rates in this industry were above those in 1929, 
despite the large number still unemployed, and building materials had also 
been sustained at a relatively high level. The government’s extensive pro- 
gram to build cheap workingmen’s homes had been seriously crippled 
thereby. The results of the attack were meager, and it was soon diverted 
against combinations affecting war supplies. A small gain for the consumer 
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came from the reduction in rates for electricity or rural electrification, and a 
much larger gain, directly or indirectly, from low interest rates, especially 
those for home financing, though creditors found their income reduced 
thereby. A bill to strengthen the Pure Food and Drug Act finally emerged 
as law in a seriously emasculated form, still leaving much to be done to 
protect consumers against fraud and deception. 

fUnder the New Deal, just as had usually been the case before, it was the 
interests of powerful well-organized producer groups — industrialists for a 
little while, but chiefly farmers and laborers with their great voting strength 
— that received most attention; the consumer, except Tor the group that 
had to be given some form of relief to prevent starvation, was pretty much 
left to shift for himself. It is a question whether the chief beneficiaries of 
the New Deal, the wage earners and the farmers, did not find a goodly share 
of what they gained as producers, other than more leisure time, was offset 
by the higher prices they had to pay as consumers. In addition, sooner or 
later, directly or indirectly, the c msumer was f'^ced with the prospect of 
paying a good share of the great increase ir taxes.3 

The Growing Taxes, Debt, and Bureaucracy. One of the most per- 
sistent and widespread among popular criticisms of the government’s pro- 
gram was based on fears concerning the growing debt and rising taxes. 
Thanks chiefly to Federal aid, the state and local governments got through 
the 1930’s with little addition to their total debt; but the Federal debt rose 
from $22 billion in June, 1933, to $44 billion in June, 1940, so that total 
taxes. Federal, state, and local, came to absorb over a fifth of the national 
income. That the consequent dangers predicted were grossly exaggerated 
was made clear when a vastly greater increase in this burden took place 
during the Second World War without disaster; yet there is no denying 
that a heavy debt entails certain undesirable consequences. High and rising 
taxes created uncertainty, checked business enterprise, and hindered re- 
covery; they added to the inflexible elements in the price structure, in- 
creased the shifts in payments from group to group, and made any necessary 
addition to the debt more difficult. 

Yet little of this increase in debt could have been avoided if it is granted 
that a further increase in taxes at this time was undesirable and that 
assistance was to be provided for the unemployed. Most of the increase 
was due to relief expenditures, direct or indirect. Various work projects 
were more costly than the dole, but they helped stimulate recovery, cut 
the loss from idle labor, and provided public improvements. Moreover, 
about a quarter of the increased debt, being due to government loans, was 
offset by assets. 

There was also much protesting against the increasing governmental 
interference in business and the growth of bureaucracy. To the extent that 
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this development was due to relief and recovery measures, it was temporary 
and, assuming that the measures were justified, it was largely necessary. 
In so far as it was a product of the more permanent reform measures, it 
was in line with a long-run tendency created by changes in the economic 
order and in social ideals that necessitated greater activity on the part of 
the government. Details of action might be criticized but not the general 
trend in policy. Besides, the rapid expansion of these activities under the 
New Deal was in part trying to make up for past negligence. That a strongly 
entrenched bureaucracy has certain dangers is admitted, but that does not 
justify ill-considered restriction of governmental activities. 

The Progress toward Recovery, 1933-1940. The rebound from the 
bottom of the depression started in the spring of 1933 after the reopening 
of the banks and, aided by the NBA, continued for about 6 months when a 
slight reaction set in. 1934 opened with wholesale prices about 25 per cent 
below the 1929 level, though farm products were 45 per cent below that 
level. Production of nondurable goods, which never fell more than a quarter 
below estimated normal, was then a fifth below; that of durable goods, 
which had fallen to less than a third, was still less than half of normal. How 
to increase the output of durable goods was throughout one of the major 
problems of recovery. The unemployed at this date numbered nearly 11 
million. The year 1934 brought little change in the situation, except for 
a sharp advance in the price of farm products, largely because of poor crops, 
to a point about 30 per cent below the 1929 level, which was about the 
same ratio as that for nonfarm products. 

The period from January, 1935, to the middle of 1937 was marked, at 
first, by a moderate gain and then, during the last 12 months, by a sharp 
advance. By the close of 1936, nondurable goods output was at estimated 
normal; more significant was the rapid rise in that of durable goods to 
only 10 per cent below normal by the middle of 1937. Meanwhile unemploy- 
ment had been cut to 5 million. In April, 1937, wholesale prices were only 
8 per cent and those of farm products only 12 per cent below their 1929 
levels. By the first of 1937, the value of stocks listed on the New York 
exchange was nearly four times the $16 billion low in 1932, and the realized 
national income of $64 billion for 1937 was over 50 per cent above that for 
J933. On the surface, except for the very large number still unemployed, 
it looked as though recovery had been almost achieved. 

Yet the last half of 1937 and the first of the next year brought a sudden 
and severe reaction. The number of unemployed doubled; production of 
both durable and nondurable goods slumped to about the level of 1934; 
wholesale prices declined a tenth and farm products, partly because of 
big crops, over a quarter; New York exchange stocks lost $20 billion in 
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value in the last half of 1937. This reaction was far more severe than that 
abroad. 

Evidently serious maladjustments still remained. The setback has been 
variously attributed to a too rapid rise in costs, especially in hourly wage 
rates in industry which were 15 to 20 per cent above the predepression 
level, and in raw material costs; to the exhaustion of the 1936 stimulus 
from the soldier’s bonus and a sharp drop in relief expenditures; to farmers’ 
losses from drought; to the failure to secure greater recovery in the durable 
goods industries; to an excessive accumulation of inventories; and to a 
contraction of credit. At least it was clear that the previous efforts had 
failed to lay the basis for a sound recover y. 

By the latter half of 1938, a slow ga’ri Ijegan, aided by large crops and a 
revival of heavy government outlays, and by the first of 1940 production 
had regained the percentage of normal reached in 1937. Wholesale prices, 
however, continued to fall till August, 1039, v\hen the outbreak of war in 
Europe brought them back to the 1934 level. Yei as late as July, 1940, over 
8 million remained unemployed in privale industry, a quarter of whom were 
Ijeing provided with work in the WPA and the CCC. Lack of greater suc- 
cess in reducing unemployment was the outstanding failure of the recovery 
program. It remained for war, the reactions of which on the American 
economy became appreciable only after the German successes in the spring 
of 1940, to solve this problem, at least for a few years, but at a cost that 
was staggering. 


Chapter XLIV 


ECONOMIC PROBLEMS OF THE 
SECOND WORLD WAR 


Introduction. Before an adequate critical account of how the nation 
tried to meet the economic problems of the Second World War can be 
written, more documents will have to be published and more monographic 
studies made than are now available. However, it is possible to describe 
the general line of procedures adopted and the resulting reactions on various 
phases of the national economy. An understanding of these reactions is 
extremely important, since the problems created thereby are likely to 
prove among the most serious economic issues before the country for many 
years to come. 

The general characteristics of the economic problems created by this 
war were basically similar to those described in the account of the First 
World War and so need not be repeated here. The chief difference was the 
vastly greater magnitude of the effort involved due to (1) the greater degree 
of mechanization, (2) fighting on two fronts instead of one, (3) greater 
demands upon American resources by other nations, and (4) especially, the 
country’s much longer period of preparation for, and active participation 
in, the war, the period of active fighting being nearly 4 years instead of 19 
months. 

The record will show that, despite many mistakes, the country had 
learned and applied more of the lessons to be gained from previous expe- 
rience than in the case of any earlier war, doubtless due in part to the fact 
that so many of those participating in the First World War effort still 
survived. Probably the most notable improvement was the remarkable 
record made in shifting resources to produce war supplies, though the length 
of the war was a factor in this achievement. The least improvement ap- 
peared in the methods adopted for financing the war; though the resulting 
Inflation, at least during the war years, was distinctly less than in 1914- 
1918, the failure to do better created problems from which the country 
will suffer for many years. 

Developments in the Period of Neutrality. Although the period of 
neutrality between the outbreak of the Second World War on Sept. 1, 1939, 
and the attack on Pearl Harbor on Dec. 7, 1941, was almost as long as in 
the First World War, vastly more was accomplished during this period in 
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preparing the country for warfare than in the previous period. This was 
due chiefly to four developments: (1) The armed services, especially the 
army, so utterly unprepared with plans for economic mobilization for 
mechanized warfare in 1917, had learned a lesion and for some years had 
been developing plans to meet this need. (2) During this period, foreign 
nations were placing enormous orders for war supplies in the United States, 
and these were greatly increased following the passage of the Lend-Lease 
Act of March, 1941, so that an extensive shift of resources to war produc- 
tion started early. (3) Domestic opposition to any action lhat might in- 
volve the country in the war, at first widespread, was greatly reduced and, 
among many, was replaced by alarm foi the national safely after the 
phenomenal success of Germany In ^.verruniiing Denmark, Norway, 
Holland, Belgium, and France in the spring of 1940, the subsequent bomb- 
ing of Britain, and Japan’s alliance with the Axis in September. (4) Led by 
the President and supported by this growing alarm, Congress, starting in 
May, 1940, adopted a rapidly expanded program for national defense. By 
i^ecember, 1941, appropriations or authorized expenditures for this pur- 
pose, including Lend-Lease, totaled around S62 billion or about double the 
whole war outlay, including foreign loans, between 1917 and 1919. The 
result was that by December, 1941, the number of men in the army had 
been enormously increased, though adequate equipment even for training 
was lacking; the construction of a two-ocean navy was under way; and a 
great added impulse had been given to shifting production to war supplies. 

The fact that, though a large army could be drafted in 2 or 3 months, it 
took 6 months to provide it with camps, a year to train it, and 2 years to 
equip it indicated the vital necessity for comprehensive advanced planning. 
The lessons learned from the lack of this in 1917 led to legislation in 1920 
placing such duties on the War Department and the General Stall*. It also 
led to the formation of the Army and Navy Munitions Board in 1922 to 
coordinate activities of the two services and to the establishing of the 
Army Industrial College in 1924 to train men for the problems involved. 
A comprehendve plan that was very slowly evolved with little cooperation 
from the navy was finally presented in 1931 to the War Policies Committee 
just created by Congress, which was also concerned with keeping the profits 
out of war. Subsequent revisions, keeping this point in mind as well as 
criticisms from various sources and aided by better cooperation in the 
joint Munitions Board, evolved a final plan in 1939. Though this plan, 
involving marked centralization of control, chiefly vested in the armed serv- 
ices, was not finally adopted as such, the planning effort had provided the 
armed services with a far clearer, though inadequate, idea of just what 
they wanted, the resources and production facilities available to meet these 
wants, and the needed organizational setup, than they possessed in 1917. 
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War Supplies for Other Nations. Until the vigorous defense program 
was launched in May, 1940, the shift of resources to producing for war 
needs was due chiefly to foreign orders placed in this country. In November, 

1939, Congress amended the Neutrality Act so as to permit the sale of 
arms to belligerents on a cash-and-carry basis, and a rapidly rising volume 
of orders followed. After the heavy English losses at Dunkerque, the un- 
fulfilled French orders and contracts were sold to the British 5 hours before 
such assets were frozen, and British orders were greatly increased. During 

1940, the total of foreign orders placed was some $2.6 billion and from the 
beginning until Lend-Lease started on Mar. 11, 1941, they amounted to $4 
billion. The largest orders were for planes, tanks, ammunition, ships, and 
machine tools. Several hundred millions were paid for the construction of 
plants to produce these supplies, though the finished output was just 
beginning to attain appreciable volume. 

By December, 1940, the British means for meeting payments on the 
existing contracts were about exhausted and few new orders could be placed, 
though the position of Britain was desperate. The President then declared 
that “We must be the great arsenal of democracy.” This was the purpose 
of the Lend-Lease Bill signed Mar. 11, 1941. It provided what was believed 
to be a more workable substitute for the Allied government loans of the 
First World War, most of which were still unpaid. This law authorized the 
President “to sell, transfer title to, exchange, lease, lend, or otherwise 
dispose of, . . .” any defense article (within slight limits) to any nation 
whose defense he found vital to the defense of the United States and on 
terms and conditions “which the President deems satisfactory, and the 
benefit to the United States may be payment or repayment in kind or 
property, or any other direct or indirect benefit which the President deems 
satisfactory.” Repairing, outfitting, etc., of defense articles for foreign 
governments and the transmission to them of defense information were also 
authorized. Seven billion dollars was immediately appropriated for Lend- 
Lease, and in October $6 billion more. 

Eventually, the aid extended under this remarkably liberal law was as 
vast in amount as it was varied in character. Immediately, it provided for 
the financing of the supplies that Britain and China so urgently needed, 
and after Russia was attacked by Germany in June she was soon granted 
‘ assistance. By the date of Pearl Harbor, Lend-Lease contracts for $5.5 
billion had been signed, though only $1.2 billion had been paid out. The 
real problem by this time, however, was to get the needed supplies produced 
and find means for shipping them, since 85 per cent of the country’s arms 
production Mar. 11 to Dec. 7, 1941, was kept for its own forces, and sink- 
ings steadily cut the available shipping. Still, by December, Britain in 
addition to munitions had been sent a million tons of desperately needed 
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food, a small quantity of supplies had been shipped to Russia around the 
North Cape and to China by way of Burma, and the establishment of air- 
plane ferries acrass the Atlantic and Africa and to the South Pacific had 
made possible the sending of some vital aid to Egypt, India, and Australia. 

The period of neutrality also saw the adoption of numerous plans for 
international cooperation designed to promote the best use of resources and 
coordinate the efforts for purposes of defense. Several measures were di- 
rected toward promoting Pan-American unity of action and assisting Latin- 
American countries to strengthen their defenses. In December. 1939, the 
President appointed a Liaison Committee to aid foreign p..rchasing agencies 
seeking supplies and to correlate their activities with our own, the organiza- 
tion to ensure these ends being strengthened after the defe.ise program got 
under way. In June, 1940, surplus arms were sold to Britain, and in Septem- 
ber fifty overage destroyers were exchanged for 99-year naval and air-base 
leases extending from British Guiana to Newfoundland. In August, the 
United States and Canada established a Joint Board of Defense to plan 
protection of the northern portion of the he» dsphcre, and later bases were 
set up in Greenland and Iceland. Following the discussion of joint defense 
plans at the meeting of Churchill and Roosevelt in August, 1941, the terms 
of the Atlantic Charter were announced, and in September a British- 
American mission went to Russia to plan for the aid she needed. Coopera- 
tion also took the form of extensive exchange of designs for airplane engines, 
tanks, artillery, etc., between England and the United States to permit 
each to adopt the best ideas and devices of the other and to promote stand- 
ardization. 

The Active Defense Program. Though foreign orders gave the main 
impetus to shift to war production up to May, 1940, it was the adoption 
of the country’s own active defense program at that date which then be- 
came the main factor in the situation and was chiefly responsible for the 
vastly better preparedness for war in 1941 than in 1917. On May 27, the 
President declared an “unlimited national emergency” and promptly 
initiated efforts to expand the armed services and provide for their equip- 
ment and the general defense. The Selective Training and Service Act of 
September required the registration of all males twenty-one fo thirty-five 
years of age. Registration took place the next month, selection followed, and 
by December, 1941, there was an army in training of 1,848,000 men as 
compared with some 500,000' in 1939 of whom only 187,000 were in the 
regular army. The navy, being looked upon as the first line of defense, was 
relatively far stronger at the start, and in the summer of 1940 Congress 
authorized a program designed to provide a two-ocean navy involving a 
70 per cent increase in the combat ship tonnage by 1947, and possibly by 
1945. By September, 1941, all contracts for this, involving 2,831 ships 
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costing over $7 billion, had been let. Although time was required to get 
the ships, in December, 1941, the navy was the strongest afloat, though 
placed on the defensive after Pearl Harbor, and had over 325,000 men as 
compared with 121,000 in 1939, beside 105,000 in the marines and coast 
guard. 

Appropriations could be made and men drawn into the services fairly 
quickly; the great problem was to provide the equipment, shipping, and 
other supplies without which they were useless. This required far more 
time, yet speed was of the utmost importance to shorten the war and ensure 
defeat of the Axis. Particularly needed immediately, were planes, ships, 
and tanks. Generally speaking, the first hurdle to be overcome in supplying 
these and other war needs was to provide plants and machinery, the second 
was to ensure an adequate supply of raw materials, and the third to get 
the needed labor force, though the situation varied in different industries. 

The first task, to settle on designs and specifications and let contracts, 
was hastened in various ways. In cases, award of contracts on a negotiated 
basis instead of after advertising to get the lowest bid speeded action and 
allowed better allocation. Construction for government account or with 
government loans facilitated quick solution of the problem of finance; pro- 
vision allowing amortization of plant outlay certified as essential within 
5 years in figuring income and excess-profits taxes, along with other safe- 
guards, made private concerns more willing to accept the risks of war 
contracts; a clause for renegotiation helped to protect the government and 
saved it many billions where profits proved unexpectedly high, for accurate 
estimating of many costs was often impossible. Fortunately, an act of 
1939 had authorized small educational contracts to familiarize producers 
with the problems involved in making munitions so that, when output had 
to be jumped, from 6 months’ to a year’s time was saved. 

To meet possible needs for raw materials obtained chiefly from abroad, 
an act of 1939 appropriated $100 million a year for 5 years to build up 
stockpiles in this country. Up to May, 1940, only $13 million had been 
spent, but thereafter action was hastened to import such things as rubber, 
tin, tungsten, manganese, and chromite. To prevent supplies from going to 
Axis countries, export controls were set up in July, 1940. Action was taken 
to increase domestic production of steel and to secure vastly greater outputs 
of aluminum, magnesium, and synthetic rubber, to mention only a few 
items. There was also a move to conserve scarce materials by salvage, 
reclamation, or the use of substitutes; to cut down their use for civilian 
needs, and, by adoption of a rapidly expanded priorities system, to ensure 
their flow to the most essential purposes. The supply of food was increased 
by various stimuli which, aided by good weather, secured the largest crop 
and livestock output on record in 1940 and a further increase in 1941. 
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Except for the scarcity of skilled workmen for the machine-tool, ship- 
building, airplane, and munitions industries, the labor supply problem dur- 
ing neutrality was not serious, thanks chiefly to the availability of two 
large reservoirs of unused supplies: (1) the great number of unemployed 
estimated at 8 million early in 1940 and (2) the short working week which 
in manufacturing in June, 1939, averaged 37.3 hours as compared with 55 
hours in 1914; for a substantial increase without reducing efficiency was 
generally possible. To secure better trained labor, starling in June, 1940, 
appropriations were made to provide vocational training for defense indus- 
tries and by December, 1941, some 2.5 million had Li^^n helped thereby. 
At that date 5 million workers, a tenth of them women, had been drawn 
into war production. Some modificalions in both Federal and state labor 
laws were secured and, despite the time-and-a-half pay for over 40 hours, 
the working week in manufacturing was raised to about 42 hours in the 
last of 1941 and for machine-tool workers to 51 hours. 

Just as in the First World Wai*, the goveriirnent was slow in adopting 
measures to prevent loss of labor time thiough strikes or the constant 
shifting and high turnover resulting from lack of standardization of wages 
and working conditions. The loss of nearly 7 million man-days of labor from 
strikes in 1940 was more than tripled in 1941, being aggravated by juris- 
dictional disputes and conflicts between AFL and CIO unions. An agree- 
ment with the building trade-unions substantially reduced trouble in the 
construction of army camps, and the creation of the National Defense 
Mediation Board in March, 1941, at least helped somewhat. The most 
chaotic conditions developed in the shipbuilding industry, and during 1941 
regional agreements to improve the situation were slowly worked out. The 
administration sought as far as possible to preserve the gains secured by 
labor under the New Deal, yet it was not until Aug. 31, 1941, that an an- 
nouncement as to general labor policy intended to promote stabilization was 
made, and the means for putting this into effect proved far from adequate. 

The development of various agencies for directing and controlling eco- 
nomic mobilization proceeded much as during the First World War, except 
that it started much earlier. Just as previously, the problems produced by 
lack of adequate powers and organization compelled the adoption of 
greater control and more coordination and centralization of authority. 
Throughout the war, the zeal of each agency for carrying out its own 
function regardless of the effect on the over-all program was a source of 
endless disputes and conflicting operations. In May, 1940, the Council of 
National Defense (the CND), inactive since 1918, was given a new Advisory 
Commission with members individually responsible for production, mate- 
rials, labor, price stabilization, consumer protection, agriculture, or trans- 
portation. Also the Office of Emergency Management (the OEM) was 
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created to maintain a liaison between the President and various defense 
agencies. In January, 1941, this office replaced the Advisory Commission 
as the over-all coordinating defense organization, and most of the com- 
mission’s functions were soon absorbed by new divisions. Also the Office of 
Production Management (the 0PM) was set up under OEM to plan and 
speed up the output of planes, tanks, guns, ships, etc., with operating divi- 
sions dealing with production, priorities, purchases, and labor. In April, 
to forestall inflation and check rising prices, the Office of Price Administra- 
tion and Civilian Supply (the OPACS) was created, but when the task of 
increasing and allocating consumer goods was placed under 0PM in August 
to eliminate conflicts, the new Office of Price Administration (the OPA) 
was left with price control to protect both the government and the con- 
sumer. In July, the Economic Defense Board was established consisting of 
the Vice-President and seven cabinet members to coordinate defense plans 
to strengthen international economic relations. In August, to try and solve 
agency conflicts and a threatened breakdown of the priorities system, the 
Supply Priorities and Allocation Board was founded with centralized 
authority for fixing policies as to priorities and the allocation of materials, 
fuel, power, etc., among military, defense aid, and total civilian needs to 
be carried out through 0PM. It promptly demanded a complete survey of 
needs which, beside taking 9 months to obtain, showed the utter inadequacy 
of the original military estimates and stressed allocation on the basis of 
available supplies. Among other agencies created were those dealing with 
transportation, communications, agriculture, petroleum, rubber, housing, 
health, and scientific research. Though still having many defects, the or- 
ganizational setup in December, 1941, was roughly a year in advance of 
where it had been in April, 1917. 

By the time of Japan’s attack, the results of the defense program, though 
far from adequate, were still very substantial. Most important as far as 
supplies were concerned was the time gained toward reaching mass produc- 
tion, but the actual output of many things was already far above the level 
of May, 1940. Following the President’s orders during ] 941 for a great in- 
crease in merchant ships, contracts for 1,000 had been let by December; 
123 had been delivered; a ship a day was being launched; and the number 
of shipways was six times that in 1937. Twenty-three new munitions plants 
^ costing $1 billion were in operation, and the machine-tool output of $800 
million for 1941 was over five times the average before 1940. Within a year, 
the current output of guns had been increased five times and that of am- 
munition nine times. Though the first heavy tank was not delivered till 
December, the country was then turning out more light tanks, planes, guns, 
and ammunition than a year after it entered the First World War. About 
15 per cent of the national economy was then engaged in war production. 



ECONOMIC PROBLEMS OF THE SECOND WORLD WAR 801 


All things considered, the defense program had placed the country between 
1 and 13 ^ years ahead of where it had been in April, 1917. But the task 
ahead of it was vastly greater than before. 

Financing and Price Control during Neutrality. When the defense 
program started in 1940, the gross national debt was at the record peak of 
$43 billion upon which interest charges of $1 billion nearly equaled the 
total debt of 1914. As expenses mounted, more revenue was required. With 
national income and patriotic fervor rapidly rising, it was both economically 
and psychologically a favorable time to initiate a vigorous tax program; 
yet the fiscal policy adopted was relatively weak, an^ it remained such 
throughout the war, showing only a few improvements over that of the 
First World War. The revenue act of Juirn, 1940, designed to yield $1 
billion, increased income and various excise taxes, and that of October 
levied an excess-profits tax expected to bring iiwa like sum. A third act in 
September, 1941 , counted on to provide $3.5 billion more, besides imposing 
many new or higher excise taxes, gieatly broadened the base of the income 
tax so that nearly 26 million returns were re^ eiveil for that year of which 
over 17 million showed a taxable income or over four times the number in 
1939. Also the tax rates were made much heavier, especially those on the 
middle range of incomes. 

As delays in production somewhat checked the rise in actual oullay, the 
fiscal year ending June 30, 1941, showed a deficit of only $5 billion, receipts 
for the year being 60 per cent of the expenditures, so the debt rose to $49 
billion. Though in April, 1941, the Secretary of the Treasury suggested 
raising two-thirds of expenditures by taxes, the first budget for fiscal 1942 
estimated receipts at half the outlay; in fact for the first half ending Dec. 
31, 1941, they were less than 37 per cent, and the debt was consequently 
raised to $58 billion. The borrowing that the deficits necessitated was done 
through the sale of short-term notes to banks as current needs dictated and 
subsequent sales of long-term bonds, chiefly to the public. In the case of 
the latter, a distinct improvement is seen in the campaign launched in 
May, 1941, to induce people to buy these bonds out of current savings 
instead of by borrowing from the banks with the resulting inflationary 
tendencies, as was common in 1917-1919. But the campaign proved very 
weak, for only $2 billion defense bonds had been sold before December. 

In 1940, the monetary and banking situation was very favorable for a 
great expansion of credit. The heavy inflow of gold raised the stock of that 
metal to over $22 billion before the year ended; excess reserves of the 
member banks then stood at $7 billion and the Fexieral reserve ratio at 90. 
The government’s bonds were selling on a basis to yield around 2 per cent, 
and its short-term notes less than 1 per cent. Despite the government 
borrowing in 1941, this favorable situation continued almost unchanged 
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until Pearl Harbor. In the desire to maintain the low borrowing rates on 
government issues, various steps were taken to conserve credit. Far more 
of the financing required for defense production was provided by the 
government than in the First World War, thus greatly decreasing the 
demand from private industry. Because of the rapid increase in consumer 
credit, starting in September, definite limits were placed on installment sales 
of various durable consumer goods. Later in that month, the reserve re- 
quirements of the Federal Reserve System were raised to the limit allowed 
by the law to conserve lending power for future needs. Yet money market 
rates in November showed almost no advance during the year, and when 
war came the possibilities for expanding credit were still very great. 

Unlike the First World War, a fairly early start was made to exercise 
some control over prices. In May, 1910, a Division of Price Stabilization 
was created under the CN D ; its functions were shifted to the new OP ACS 
in April, 1941, and in August it became the OPA. As the general upswing 
of prices did not start until early in 1941, it was not till then that control 
measures became important. Unfortunately, there was then no authority 
for fixing prices — Congress spent 6 months debating such a bill before 
enacting it at the end of January, 1942 — so reliance had to be placed on 
voluntary agreements, warnings, listing of ceiling prices, and such support 
as could be obtained from other agencies through priorities, allocations, etc. 
Attention was first concentrated on metals and their products, and by 
December half of this field had been covered by price ceilings and over a 
third of the value of all wholesale goods. Supporting efforts at price control 
included centralization of the purchases of different war agencies to lessen 
competitive bidding, checks on .speculative buying or hoarding, and anti- 
trust proceedings, chiefly against international cartels. 

The result was that between the start of the war, September, 1939, and 
our entrance into it the level of wholesale prices rose 23 per cent and the 
cost of living 10 per cent. By the time we entered the First World War 
wholesale prices had risen 56 per cent and, before control was really started, 
89 per cent. Up to December, 1941, uncontrolled prices rose a third more 
than those where control was attempted, and the prices of controlled metals 
and metal products, where demand was acute, rose only 10 per cent. The 
chief weakness in the holding line was the group of farm products which 
rose 54 per cent, for there, with the avowed object of stimulating produc- 
tion, various governmental measures tended to increase prices (see the 
chart on page 826). Except for the efforts to secure standardization, no 
control of wages was attempted. 

The War Years; the Military Outlook and Growth of the Armed 
Serviees. When Japan’s attack threw the United States, still far from 
prepared, into the war against the Axis powers on two fronts, the military 
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situation was anything but favorable, and for nearly a year thereafter, 
with a few exceptions, the outlook only grew blacker. In December, 1941, 
the Axis dominated all of Europe outside the few neutrals, Britain, and 
the portion of Russia east of a line running from besieged Leningrad and 
Moscow to the Sea of Azov. Britain had come through a great bombing 
attack magnificently, but an attempt at invasion was still held possible, 
and her supply of shipping lo bring in food and munitions was rapidly 
dwindling. In the Far East, Japan already occupied northeastern China, 
most of the southern ports, and Indo-China, and had a nonaggression pact 
with Russia. 

As 1942 opened, twenty-six United Nations, several then being in exile, 
issued their endorsement of the princirles of the Atlantic Charter and 
agreed to devote their military resources to the defeat of the Axis. The out- 
look was brightened when Russia drove the Germans back from Moscow, 
recovering a fifth of the area lost in 1941, and in North Africa Rommel was 
forced back to Tripoli; but in the summer he retui*'ed to penetrate Egypt, 
and the Germans launched the great drive that carried them to Stalingrad 
and the western Caucasian oil fields. In the Battle of the Atlantic the 
spread of the American convoy system from May on cut shipping losses 
and enabled more supplies to get through to Britain and Russia, but ship- 
ping tonnage continued to be sunk faster than it was replaced till the last 
of the year. In the Far East, Japan quickly overran the Philippines, the 
Malay states, the Dutch East Indies, and Burma, occupied Siam, and 
threatened /Vustralia and India. However, with setbacks of the Japanese 
naval ofl’ensive in the late spring making possible the start of a defensive 
offense, with the landing of the joint expeditionary force in North Africa 
in November just after Rommel’s retreat started, and with the halting of 
the Gennan drive at Stalingrad and in the Caucasus, the prospect im- 
proved. In 194J, following the surrender of the German army at Stalingrad, 
it was generally felt that on all fronts the tide of war had finally turned 
against the Axis. How long it would take to win the victory — many said 
from 4 to 6 yehrs — depended in no small measure upon how rapidly the 
vast resources of the United States could be fully mobilized and brought 
to bear on the battle front. 

Thanks to the earlier start, the expansion of the armed forces proceeded 
rapidly. In December, an act extended registration to all men between 
eighteen and sixty-five and made those between twenty and forty-five 
liable for military service. Within a year, with 4 million men in service 
the army had been more than doubled. The goal of 8.2 million men by the 
end of 1943, set in January, was cut to 7.7 million in November, and this 
was reached the following April; by June 47 per cent were overseas. On 
VE Day there were over 3 million in Europe and nearly 550,000 in Africa, 
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Persia, and India; on VJ Day there were 1.8 million in the Far East. At 
the peak May 31, 1945, the army had nearly 7.4 million enlisted men and 
900,000 officers. 

Generally speaking, it was not until early 1944 that adequate equipment 
was considered available. Delayed because of this, the joint landing in 
northern France in June was the greatest and most difficult single operation 
in which the army participated. In preparation for it, troops and supplies 
had been accumulated in England for a whole year. It was reported that 
in 16 million tons of supplies sent over covering a million items only six 
were short. During 109 days following D Day, 2.5 million troops, about 
three-quarters Americans, 17 million ship-tons of supplies and 500,000 
vehicles were landed in France. 

By the first of 1943, the number of men in the naval services had risen 
to 2.2 million and at the peak Aug. 31, 1945, there were 3.4 million enlisted 
men and 478,000 officers. The construction of naval ships was pushed to 
the limit. During the 5 years ending in July, 1945, 1,322 fighting ships, 
besides a host of smaller craft, had been added to the navy bringing the 
total to 1,500 as compared with 383 in July, 1940, 140 having been lost and 
others transferred. In the meantime, navy fire power was increased tenfold. 
Between July, 1940, and August, 1944, the navy’s planes had risen from 
1,744 to 35,000. As the war ended, the American navy exceeded the total 
of the rest of the world. 

To secure the needed coordination of military strategy and economic 
mobilization programs, a combined chief of staffs was set up by the United 
States and Britain early in 1942 which often brought in representatives of 
Canada and other countries. Military missions were established in Russia 
and China and on occasion sent to other nations. In January, joint boards 
for munitions, shipping, and raw materials were created and in June boards 
for food, production, and resources. Occasional conferences of the nations’ 
leaders and their staffs promoted agreements. As early as November, 1943, 
planning for postwar problems was started under the United Nations Relief 
and Rehabilitation Administration. 

The Production of Munitions. In January, 1942, the President asked 
for a vast increase in the output of munitions for that year and, to carry 
the task through, created the War Production Board (the WPB), an 
advisory group with the powers of action vested in Donald Nelson as chair- 
man. This replaced 0PM and had powers rather similar to those granted 
the old War Industries Board in 1918. For the rest of the war, its duty was 
to assure “the most effective prosecution of war procurement and war 
production’’; also, under it the Office of Civilian Supply (the OCS) and 
its successor were responsible for providing for civilian needs, except where, 
as with food, housing, and transport, this was delegated to another agency. 
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a function that the army authorities tended to ignore. Although the main 
immediate problem of WPB was the conversion of industries to war pro- 
duction, it retained much of the organizational setup inherited from 0PM, 
but this was altered when the main problem became one of assuring each 
industry what it needed on a definite schedule within a precisely balanced 
over-all program. By the latter part of 1942, when an internal reorganiza- 
tion of WPB occurred, this problem had become acute, since programs 
were far beyond capacity and the output of different products lacked bal- 
ance. Increasingly, stress was placed on allocation starting from the base 
of what was available and, as applied to metal product., under the Con- 
trolled Materials Plan in 1943, a decided gain resulted. It was seldom found 
necessary to use the board’s power to requisition goods or plants. In May, 
1943, to settle disputes between, and unify the policies of, agencies and to 
issue needed directives on policy or operations to them, the Office of War 
Mobilization was created as a sort of supercabinet with representatives from 
the chief agencies concerned. 

Conversion of plants to war production, especially those making durable 
consumer goods, was vigorously pushed where possible, following a series 
of orders reducing or ending production for civilian use. The outstanding 
achievement here was the comph^te shift of the automobile industry to war 
production — aircraft engines, machine guns, tanks, motorized army units, 
etc. — mostly carried out during 1942. The new Ford Willow Run aircraft 
plant, the world’s largest, was assembling bombers 11 months after ground 
was broken for it. By the close of 1943, the industry was producing at the 
rate of $10 billion a year or about a tenth of the war output. The output of 
the crucial machine-tool industry for 1942 was over $1.3 billion; before 
VE Day the total since 1941 exceeded that for the preceding 40 years. The 
construction of new, or expansion of old, plants was at its peak in 1942 and 
by September, 1943, the outlay for this purpose during 3 years had mounted 
to around $20 billion, three-quarters being provided by the government. 
Private industry often showed fear of postwar excess capacity of plants 
usable for civilian purposes. By the autumn of 1942, a third of the national 
economy was engaged in war production. The WPB declared that, of the 
program for war-production facilities, 34 per cent had been completed by 
July, 1942, 61 per cent 6 months later, and 80 per cent by July, 1943. By 
1945, the manufacturing capacity of the country had been increased nearly 
one-half over that of 1940. This, combined with a more efficient and com- 
plete utilization of the capacity, made it possible to more than double the 
output. 

Besides providing plant and machinery, the output of critical raw mate- 
rials and fuels had to be stepped up rapidly. For some, the peak war 
output was attained in 1943 when the production of copper was a fifth 
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greater than in 1940 and that of iron ore a third greater, but outstanding 
records were the 347 per cent increase of aluminum and 2,733 per cent 
increase of magnesium. As spectacular as it was vital was the rise in output 
of synthetic rubber from practically nothing in 1940 and only 22,000 long 
tons in 1942 to about 760,000 tons in 1944 and considerably more in 1945. 
Peak war outputs obtained in 1944 included an increase over 1940 of 
nearly a quarter in the case of petroleum, a third in the case of steel ingots 



Fig. 87. United Slates* munitions production, I9i0-1945. (Average monthly rates by 
quarters.) 

or castings, and a bit more in soft coal. Between increasing the output 
and cutting use for civilian needs to half of that in 1940, the deliveries of 
finished steel for military purposes were raised to around 40 million tons 
in 1943. Through increasing electric generating capacity a quarter, switch- 
ing power between systems, and running nearer peak loads, the output was 
increased nearly 70 per cent. The saving of daylight by shift to “war time” 
saved around 5 million tons of coal a year. 

When the President in January, 1942, asked that the year’s output be 
stepped up to 60,000 planes, 45,000 tanks, 20,000 antiaircraft guns, and 
8,000,000 tons of ships, such goals were declared impossible of attainment 
and, in fact, except for ships, such proved to be the case. The output of 
antiaircraft guns fell a seventh below the goal, of planes a bit more, and of 
tanks nearly a third; yet the goals for 1943 were set much higher. The 
output of planes in 1943 was nearly 80 per cent above 1942, and by the 
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end of the war the total since July 1, 1940, had risen to nearly 300,000; 
total tank production for the same period was 85,000. Munitions produc- 
tion reached its peak in November, 1943, when, as the military outlook 
improved, cutbacks and shifts to civilian production were first started, but 
until VE Day the decline was slight (see the chart on page 806). 

The rapid rise in the American output of combat munitions soon gave 
the United Nations a great superiority over the Axis. In 1941, this country 
produced 12J/^ per cent of the estimated world output, the rest being 
almost equally divided between the other United Nations and the Axis; 
by 1943, this country turned out 40 per cent of the totai. the balance still 
being almost equally divided, so that the Unitea Slates alone exceeded the 
Axis output by a third; in 1944, the percentage rose still higher. For the 
whole war, the United States contributed nearly half of the United Nations’ 
total; thus, as the President had asked, it became the great “arsenal of 
democracy.” Once such overwhelming economic resources were placed in 
the hands of the armed services on the battle front, victory was assured. 

Shipping. To get most munitions as well as other supplies and troops 
to the front, ships were essential, yet for a considerable period, as the 
demand shot up, the supply declined. This trend constituted one of the 
darkest features in the outlook during 1942 when German submarines took 
by far their greatest toll. By March of that year, a quarter of the world’s 
non-Axis shipping of 1939 had been sunk; the monthly peak was reached 
in June and Allied losses during the year were over 8 million dead-weight 
tons; but in 1943 these were cut by nearly three-fifths and almost dis- 
appeared by the close of 1944. The reduction in losses was due chiefly to a 
more vigorous antisubmarine warfare and, starting in May, 1942, an 
increasingly effective convoy system. During that year, an eighth of the 
ships carrying Lend-Lease to Russia was lost, but by the close of 1943 losses 
were cut to 1 per cent. Up to VE Day no transport convoyed by the navy 
was lost and, out of nearly 4.5 million troops sent to Europe, less than 
1,100 were lost. Up to that date in all areas, the United States had lost 
over 6 million -tons of shipping and other Allies or neutrals 32 million. 
Although the tide turned when construction began to exceed sinkings at 
the close of 1942, it took a year longer before the previous losses had been 
replaced and a real advance started. 

As the United States was believed best able to build the enormous mer- 
chant fleet required by the United Nations, it assumed most of this burden 
and agreed to lend a substantial portion of its output to other nations. The 
carrying out of the construction program was largely assigned to the Mer- 
chant Marine Commission. In contrast with the construction of 1.2 million 
dead-weight tons in 1941, this program set goals of 8 million for 1942, 19 
million for 1943, and, till later cut, 21 million for 1944; moreover all goals 
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finally set were actually surpassed. To do this, shipyards were expanded so 
that by June, 1943, 81 yards with 300 ways had an annual capacity of 20 
million tons. To secure the needed labor force, which rose to 700,000, an 
intensive training system was set up, some $50 million spent to help pro- 
vide housing, and for a period a 48-hour week with shifts making possible 
work for 24 hours a day, 7 days a week, was adopted. To speed construc- 
tion, ships were designed to minimize the use of scarce materials or equip- 
ment, facilitate mass production, substitute welding for riveting, and stress 
prefabrication. Particularly applied to the Liberty ships, of which 2,600 
were built or nearly half the total construction, a remarkable reduction in 
building time was secured; the two built in 1941 averaged 35 weeks; by 
June, 1942, the average had been cut to 122 days, and by December, 1943, 
to 39 days. In the First World War to build a similar but smaller ship 
required from 8 to 10 months. As the outlook brightened toward the close 
of 1943, construction began to be shifted to the faster Victory ship and 
other types requiring more time but better fitted for postwar trade. The 
daily delivery of all types rose from one in February, 1942, to three the 
next October, and five by November, 1943. By the end of the war, 53 
million tons of shipping had been built costing the commission around $13 
billion and giving the United States five times as large an oceangoing 
merchant fleet as it had in 1941 or over half the world’s total, for the rest 
of the world had much less than in 1939. 

As the task of conserving, regulating, and controlling the use of shipping 
rose, it was mostly shifted from the Maritime Commission to the War Ship- 
ping^Administration set up in February, 1942. Responsible first of all for 
meeting the shipping requirements of the armed services, it also had to 
provide most cargo space for exports of Lend-Lease or other goods and for 
necessary imports. Previously, action under the Ship Warrants Act of 
July, 1941, and executive orders had provided some control of ship usage 
and charges, but in April, 1942, to make this complete, all American ships 
were made subject to requisition and operation by this administration. 
Careful measures to control the use of ships and maximize their cargo 
carriage were worked out in consultation with the Combined Shipping 
Board, though each country had final control of its ships and there was 
inadequate coordination with the use of shipping of the armed services. 
Besides the purchase or requisitioning of ships for its own use or that of 
the armed services, the administration was also responsible for the repair 
or conversion of ships, some of the training and provision of their personnel, 
which had to be tripled, the writing of war risk insurance, and the control 
of port facilities and related matters. 

Domestic Transport. Wartime activities imposed an enormous burden 
on all forms of domestic transport facilities, as the total movement of 
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freight rose from some 600 billion toD<miles in 1940 to over 1,000 billion in 
both 1944 and 1945. With minor exceptions such as new pipe lines, little 
could be done to increase the available equipment — in fact some was 
diverted to other uses — and most of the added burden was placed on the 
railroads which by 1944 handled about 70 per cent of the freight volume. 
At the peak in 1944 — almost equaled in 1943 — they carried 740 billion 
ton-miles of freight or twice that in 1940, and in addition 95 billion passen- 
ger-miles or four times that in 1940. Despite the inevitable crowding of 
passenger trains and delays in freight, all things considered, the task was 
very well done, so well that, except for 3 weeks’ operatl*^.. by the army at 
the opening of 1944 because of a strike, it proved unnecessary for the 
government to take over the roads as in 1^18. 

To coordinate policies concerning different means of transport and ensure 
the greatest and most essential use of facilities, the Office of Defense 
Transportation was set up in 1941 with divisions dealing with railroads, 
waterways, motor transport, etc. O^i the railroads equipment was main- 
tained in better repair, freight carloads and Irainioads were kept nearer 
capacity and their movement to ports carefully controlled to prevent the 
jams of 1918. The interference with customary coastal traffic threw a heavy 
load back upon the railroads, when commercial shipments through the 
Panama Canal, averaging 7.5 million tons a year, were stopped in 1941 
and when tankers, which provided the East coast with 95 per cent of its 
oil, were mostly diverted to more essential uses. Strict rationing of gasoline, 
starting in the East, was later made general, and together with the provision 
of oil barge transport on the inland waterways and the completion of two 
new pipe lines from Texas to New York in 1943 helped to relieve the situa- 
tion; but tankers, being a favorite prey of the U-boats, remained extremely 
scarce until 1944. The building of a pipe line from Portland, Me., to 
Montreal was to release tankers, but the need to protect Alaska was back 
of the construction of the 600-mile Canol pipe line in the Hudson Bay 
region, 1942-1944, and the Alcan highway from near Edmonton to Fair- 
banks, Alaska, finished in 1942. American funds also helped to add some 
links to the incomplete Inter-American highway. 

During the war, the railroads increased the number of their employees 
by 400,000 or 40 per cent. In the autumn of 1941, a wage increase of about 
$300 million was obtained, followed in 1942 by a grant of a 10 per cent 
increase in passenger rates and around 5 per cent in freight rates. Since 
the return on the investment rose to 5.5 per cent for 1942-1943, as com- 
pared with 2.15 per cent for 1935^1939, the freight-rate boost was sus- 
pended in April, 1943. The strike of the nonoperating unions leading to 
army operation of the roads ended in a $200 million wage increase in 1944 
and, together with a one-third rise in material costs, reduced the rate of 
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return for 1945 to 3 per cent and led to the* restoration of th'fe freight-rate 
increase. 

Agriculture and the Food Problem. Various causes substantially in- 
creased the need for a larger output of foodstuffs. A man in service required 
about 50 per cent more than a civilian and, as with all consumable goods, 
it took some time to build up the quantity, estimated at 9 months’ supply 
in this country, in transit, or abroad, to ensure a steady flow to the front, 
especially as more troops went overseas, for very little of their food was 
obtained from other countries. Lend-Lease requirements, chiefly for Britain 
and Russia, though somewhat smaller, were particularly urgent for fats, 
oils, and proteins where shortages were most acute. Though Britain, pre- 
viously importing around two-thirds of her food, greatly increased her 
home production, the relief so secured was increasingly offset as North 
Africa, southern Europe, and other areas were liberated and starving people 
had to be fed. During 1943-1944, the armed forces got about 12 per cent 
of the country’s food supplies and Lend-Lease 7 per cent. The situation was 
aggravated by the reduction in focxi imports arising from war operations 
or the shipping sc6U*city and particularly felt in the case of vegetable oils, 
sugar, coffee, tea, and cocoa. At the same time, rising wages created a 
greater domestic demand for food and, despite the shipments abroad, the 
American people actually consumed a larger total quantity of food per 
capita in every war year than in the prewar years, though there was a cut 
in the use of potatoes, sugar, fats, and oils. This was made possible by the 
increase in domestic production. 

The task of securing this increased output as well as carrying out other 
features of the war food program was largely vested in various agencies 
in the Department of Agriculture. In December, 1942, much of this work 
was consolidated under a plan that in March, 1943, evolved into the War 
Food Administration, which was directed to ascertain all needs, carry out a 
program to provide supplies, assign priorities, make allocations, and pur- 
chase food needed for Federal agencies. Each year, after a survey of needs, 
the desirable goals for different products for the next year were announced. 
To induce the 6 million farmers to attain these goals, almost complete 
reliance was placed upon measures to assure them good prices, a policy 
naturally so vigorously pushed by the agricultural bloc that, when the cost 
of food and textiles shot up thus leading to demands for higher wages, 
which in turn raised other prices, some means for checking the spiral had 
to be sought. 

The methods for supporting prices varied; loans, purchases of raw prod- 
ucts or of processed or derived products, direct payments to farmers, sub- 
sidies to farmers or proce^ssors, all were used either alone or in combination. 
In April, 1941, the government announced a price-pegging plan through 
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purchases to apply till June, 1913, on dairy products, hogs, chickens, and 
eggs. In May, government loans — ^practically guaranteeing a minimum 
price — on the basic wheat, corn, rice, and tobacco crops were raised from 
between 50 and 75 per cent of parity to 85 per cent, which with benefit 
and conservation payments was expected to equal full parity. The Steagall 
Amendment of July authorized similar support for nonbasic crops where 
proclaimed necessary. In December, sugar control was extended to 1944, 
the domestic production quota was raised, and basic benefit payments 
increased a third. By that month farm prices were at 114 per cent of parity 
or 43 per cent above the 1940 level though wholesale piL^s, excluding farm 
products and foods, were only 12 per cent higher. 

To check the general rise in prices, the Emergency Price Control Act 
was passed in January, 1942. Agricultural interests, however, succeeded in 
securing clauses in this law which forbade the imposition of price ceilings 
on farm products at less than 110 per cent, of parity or below the market 
price on three different dates, whichever was the highest. As this allowed 
little check on farm prices, they rose to 67 >er cent above the 1940 level 
in October just after the President demanded action on his seven-point 
anti-inflation program. In partial response to this, an amendment to the 
Price Control Act prohibited pr ice ceilings below 100 per cent of parity or 
the highest price between Jan. 1 and Sept. 15, 1942, with certain modifica- 
tions. This act raised the loan rate on basic products to 90 per cent of parity, 
though permitting exceptions, and, to offset the farmers' ever-present fear 
of price-depressing surplus stocks, required that this support be maintained 
for 2 years starting on January 1 following the termination of hostilities, 
which, as events turned out, meant until the close of 1948. Yet before this 
date it was again extended with provision for a sliding scale of loan rates 
starting in 1950 and a shift in the parity base years. This law provided the 
first comprehensive check on further increases in farm prices, and at once 
about 90 per cent of foods was put under control. Clinging to the old parity 
formula did not ensure increases of the products most needed and forced 
the assurance of even higher prices to get them. 

Even under this law, with its exceptions and rising parities, the advance 
in farm prices was not stopped, and by April, 1943, they were 97 per cent 
above the 1940 level. It was the endless upward spiral of living costs, 
wages, and prices, in which fann prices were the leading factor, that then 
led the President to issue his “hold the line” order, and from that date 
until the relaxation of controls after the war there were only slight fluctua- 
tions in the general level of farm prices. In that year, the Secretary of 
Agriculture declared that further increases in prices were not likely to 
secure much added output. However, there were cases where either urgent 
needs or rising costs seemed to make assistance necessary to obtain the 
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desired production. To provide this and still hold the line, the government 
then belatedly began the policy of paying direct or indirect subsidies on 
various food products and by 1945 was spending at a rate of $1.6 billion a 
year for this purpose. Unfortunately, the subsidies were generally paid on 
total output instead of being limited to increased output. Had such a 
policy been adopted at the start, it would have greatly mitigated many war 
problems. The farmers generally opposed the policy, and in February, 1944, 
a bill barring subsidies was defeated only by the President’s veto. Later, 
the farm bloc also failed in an effort to change the basis for calculating 
parities so as to raise them very substantially. By 1944, price support in 
one form or another was provided for ninety-one different farm products. 

Increasing output also involved other measures besides price support. 
As over 4 million people moved from rural to urban areas and young men 
entered military service, the problem of farm labor became acute. The rise 
in farm wage rates by 1945 to nearly triple the 1935-1939 level somewhat 
checked the shift to urban industries and, starting in 1943, draft exemptions 
granted to farm workers rose to nearly 2 million. Youths and women were 
organized for summer work on the farm, and labor was brought in from 
Mexico and the West Indies. During the season of heavy work, about 5 
hours was added to the working week. The planting of an average of 18 
million victory gardens a year augmented the supply of vegetables. Despite 
scarcities, the number of farm tractors was greatly increased, that of milk- 
ing machines was doubled, and rural electric lines substantially extended. 
More intensive methods of cultivation secured most of the increase, for 
there was little addition to the acreage planted; by 1944, 85 per cent more 
fertilizer and 170 per cent more lime were used than in 1939, and crop yields 
per acre were about a sixth greater. A series of favorable crop years, notably 
1942, is given credit for about a quarter of the added war output. Through 
these and other means, the out put per worker was raised to a point about a 
third above that in 1939. The net outcome of the production effort raised 
total farm output to 24 per cent over the 1935-1939 level in 1942, a bit 
more in 1943, and to 36 per cent in 1944. For that peak year, the 1945 
output being a trifle lower, the increase for crops was 28 per cent and that 
for livestock and their products 41 per cent. 

The problems of conserving fot^d, looking after its storage or shipment, 
and directing its distribution largely rested with agencies in the Depart- 
ment of Agriculture, though involving the cooperation of others. Elaborate 
campaigns Were started to check wastes, particularly of fats; there was a 
rapid development of processes and facilities for dehydrating, refrigerating, 
or freezing foods and putting the nutritive elements in the most condensed 
form, which was important for conserving both food and cargo space. As 
adequate storage facilities were not constructed, those available had to be 
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controlled and care taken that shipments went through promptly and 
without damage. Starting in 1942, rationing of the civilian use of the 
scarcer foods became necessary. Though it caused much grumbling from 
those who little appreciated how well off they were relative to those in 
countries subject to war’s ravages, it involved no real hardships. Much 
attention was given to the food consumption of school children and in- 
dustrial workers and to general dietary reforms. As a result, the Food 
Administrator could say in 1945 that “Our own people have had more food 
and better diets during the war than they ever had in peacetime.” 

The war years brought to the farmer, emerging a trying decade, 
greater prosperity than he had ever knowri before. By 1945, the prices of 
products that he sold, the volume of w'hich had increased a third, were 
double what they had been in 1940 while the prices of things that he bought 
had increased less than one half. In that year, the $24.6 billion gross farm 
income, including government payments, wa<5 136 per cent greater than 
the average for 1935-1939, and tie net income 175 per cent greater. High 
returns boosted the value of farm real estate, Jiy INovember, 1945, the value 
pi'x acre was 60 per cent and a year later 83 per cent above the 1935-1939 
average thus exceeding the rate of increase ol 70 per cent in 1 915-1920. Hav- 
ing started from a lower point, this left the average value about a tenth 
below the boom figure of 1920. This was accompanied by a more rapid rise 
in the farmers’ cash, bank deposits, savings bonds, etc., so that no later 
than Jan. 1, 1945, total fann assets were estimated at $91 billion ($50 billion 
being real estate) or 87 per cent higher than 5 years before; by 1947, this 
total had risen to $111 billion. Also by the end of 1945, the farm mort- 
gage debt had been cut $1.5 billion or 23 per cent since 1940, in marked 
contrast with the 43 per cent increase, 1915-1919. In January, 1945, with a 
ratio of current assets to current liabilities four times greater than in 1940 
and of total assets ten times total liabilities, or nearly double that in 1940, 
the farmer could look toward the immediate future, including the continued 
need of other countries for food, with a marked sense of security, but in 
the background there lurked a recollection of the difficulties after 1920. 

Labor Problems. With the drain of over 10 million active men into 
military service and the need for getting at least that many workers in the 
munitions industries alone, the problem of securing an adequate supply of 
labor became serious, necessitating comprehensive measures for the mobili- 
zation, conservation, and control of the available civilian labor force. In 
April, 1942, the main responsibility for handling this problem was assigned 
to the War Manpower Commission which was to estimate needs, establish 
training programs, look after the flow of workers to the most essential jobs, 
and issue directives to the agencies recruiting and training man power. In 
June, such directives were issued. In December, the Commission was given 
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powers to prescribe training programs, require any or all hiring of labor for 
war work through the Federal employment service, and require the release 
of employees needed more for other work, besides being assigned adminis- 
tration of selective service, though this last function was taken away a 
year later. The idea of conscripting labor was dropped, evidently not on 
the ground that it could not be defended when men were drafted for 
military service but because of the discontent and inefficiency that would 
result. Though later revived, it was never adopted. 

In December, 1941, the total available civilian labor force fourteen years 
of age and over was 53.7 million. By then, the number unemployed had 
been reduced to 3.3 million, and this source was subsequently drawn upon 
so that after February, 1943, it averaged less than 1 million. The largest 
addition, however, was obtained by drawing 6 million women and girls 
into employment. The peak in civilian employment, reached in July, 1942, 
was 56.9 million or an increase of 6.4 million over December, 1941; with 
the drain into the armed services, the number fluctuated around 51 million 
in the last months of the war. Along with this increase in workers, went the 
rapid shift to war work, estimated at 8 million in 1942 and promoted by 
the offer of high wages and the channeling activities of the agencies. During 
the last months of the war, agricultural workers were about a million less 
than in the corresponding months of 1941. Employment in the munitions 
industries alone reached its peak in November, 1943, at 10.4 million or a 
fifth of all civilian workers. To increase the supply of skilled workers, 
extensive programs for intensive training were adopted and some 11 million 
benefited thereby. The Committee on Fair Employment Practice endeav- 
ored to break down the barriers to the flow of labor to essential work arising 
from discriminations based on sex, religion, race, or national origin. 

Another unused labor resource was tapped by increasing the weekly 
hours of work. In manufacturing industries these had already been raised 
from 37 in 1939 to over 41 in the last of 1941, yet in 1914 the prevailing 
hours had been 55. The requirement of time-and-a-half pay for work over 
the basic 40-hour week was a deterrent, except where the added cost could 
be handed on, but the administration insistently opposed any undermining 
of this New Deal labor gain. By July, 1942, when various agencies advised 
adoption of a 48-hour week in war industries, some 1.5 million were already 
working longer hours. In February, 1943, the President authorized a 
minimum 48-hour week in war industries where declared essential by the 
Manpower Commissioner who at once ordered it in lumbering, metal 
mining (except iron), and in thirty-two acute labor-shortage areas; in 
December, it was made mandatory in sixty-nine such areas and was adopted 
in a third of the areas classified as having a less acute shortage. With 
changes as needed, this practice lasted till the war ended. In manufacturing 
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industries as a whole, slightly over 45 hours a week prevailed from April, 
1943, until the end. 

The outburst of strikes during 1941 had caused a loss of 23 million man- 
days of labor. Though even this high figure was only a third of 1 per cent 
of the available working time, it was desirable to minimize such losses; far 
more serious was the disruption of essential production processes involved — 
a single strike affecting just one vital part might stop completion of some 
munition ; a strike on the railroads or in the coal mines might disrupt the 
whole economy. Realizing this and desiring to stave off an antistrike bill, 
the President just after Pearl Harbor called a labor-ma’'''gement conference 
which agreed to bar all strikes and lockouts and to settle disputes by peace- 
ful means through a mediating board. In January, the War Labor Board 
was set up with four representatives e,acti for labor, management, and the 
public to try and settle disputes involving war work where the Conciliation 
Service or other existing means had failed. The no-strike pledge was gen- 
erally well observed by both sides, yet strikes still broke out; some were 
outlaw strikes, many were by unions outside the VFL or the CIO that had 
n(^t been represented at the conference and so claimed exemption from the 
pledge. The most serious were those of the coal miners in 1943 which the 
President declared broke the pledge. Twice during that year, he ordered 
the Secretary of the Interior to take over and operate such mines as were 
necessary and a similar task was assigned to the Secretary of War in De- 
cember because of a threatened railroad strike. The coal dispute led Con- 
gress in June to pass the War Labor Disputes Act over the President’s veto. 
This law required a 30-day notice before a strike, secret strike ballots, in- 
creased the government’s powers to take over plants, and imposed penalties 
on those interfering with work in such plants. The net outcome of all this 
was a loss through strikes of 4 million man-days of work in 1942, 13.5 
million in 1943, and 8.7 million in 1944. 

To direct the flow of labor to essential war work and check the constant 
shifting, which by 1942 and 1943 had doubled the rate of turnover with 
resulting losses in time and efficiency, various measures were adopted. In 
January, 1942, the Federal service took over direction of the state employ- 
ment services so as to coordinate their activities and secure more centralized 
control of the supply flowing through these agencies. A job classification of 
all those registered under the Selective Service Act was made, those with 
needed skills who were not subject to draft were urged to enter essential 
work. Many who were liable were exempted, areas with varying degrees of 
labor shortage were proclaimed, new war contracts and plants were diverted 
elsewhere if possible, and in acute shortage areas increasing control of 
recruitment was assumed. With between one-half and one million workers a 
month being placed by the employment service, its system of preferential 
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referment became important in controlling the flow of labor. To lessen 
the turnover of labor, it was also necessary to stabilize wage rates and work- 
ing conditions and obtain agreement upon general labor policies. Subject 
to general directives from above, most of this task fell upon the War Labor 
Board, especially after control of wages was authorized in October, 
1942. 

It was not until after this that a fairly definite labor policy became evi- 
dent. The administration throughout remained very insistent upon main- 
taining the standards of working conditions and other gains secured by 
labor under the New Deal and, with rather minor exceptions, chiefly to 
augment the supply of labor, this was generally done. The War Labor 
Board commonly granted union requests for maintenance of membership 
(with an escape clause) and dues checkoff clauses in their contracts as an 
offset against their loss of power through the no-strike pledge; where 
strikes occurred, it typically refused to act until work was resumed and 
might take away these grants. Thus aided, the strength of organized labor 
was greatly increased; by 1 945, about 48 per cent of industrial workers were 
included under collective-bargaining agreements as against 30 per cent in 
1940, and the total union membership had risen from 8.5 to around 15 
million. In 1947, over 7 million worked in a closed or union shop, over 6 
million had a checkoff of union dues, and over half as many were under a 
maintenance of membership clause. 

Wages and the cost of living remained fairly stable until the opening of 
1941 when a rapid rise started. By October, 1942, when wage control was 
first authorized, average weekly earnings of factory workers were 54 per 
cent and hourly earnings 35 per cent above the 1940 level, partly because 
of overtime, for straight-time hourly rates increased less than a quarter. 
Meanwhile the cost of living for city workers had risen about 18 per cent. 
In mediating wage disputes, the general policy adopted by the War Labor 
Board as announced in the Little Steel case in July, 1942, was to grant in- 
creases in hourly wage rates equal to the increase in the cost of living since 
Jan. 1, 1941 , which, in this case up to the time the dispute arose in May, was 
15 per cent. If carried out, this policy assured the worker whose disputes 
came before the board — typically the organized worker — against any 
sacrifice in his standard of living and, if he worked overtime, the added 
wages represented so much gain for longer hours. The board also granted 
increases “to narrow inequalities” between those doing similar grades of 
work in a given area or to bring females’ wages for like work up to those of 
males. 

The President’s anti-inflation program, followed in October, 1942, by 
amendment of the Price Control Act and the creation of the Office of 
Economic Stabilization with sweeping power to control prices, rents, wages. 
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and salaries, for the first time inaugurated an all-out attack on the infla- 
tionary spiral. Control over wages was vested in the War I^abor Board 
which had to approve increases or decreases, with certain exceptions, though 
no cuts below the highest rates between Jan. 1 and Sept. 15, 1942, were 
allowed and stabilization at the level at the latter date was to be the aim. 
The board’s powers were also expanded to cover nearly all changes in wages 
and salaries in addition to those brought before it in a dispute, thus filling 
a serious gap and eventually extending iLs jurisdiction over some 25 million 
workers. 

Inflationary forces having been allowed to gather suih momentum, there 
was little chance of immediately stabilizhig wages and living costs at the 
proposed level, and from then on it became a desperate stiuggle to minimize 
the advances, emphasized by the President's “hold the line” order of April, 
1943. The executive stabilization order, to provide needed flexibility, al- 
lowed the WLB to approve wage increases “to correct maladjustments or 
inequalities, eliminate subslanda/d living, or to aid in effective prosecution 
of the war,” and many advances were g. anted on such grounds; it was 
possible to grant certain union demands, such as vacations with pay, 
wiihout altering wage rates. Fear of loss of production from strikes forced 
an unwilling consent to advances in wages from the stabilization director, 
often with the proviso that it did not increase prices, though that was far 
from assured. In December, 1943, control over farm wages was shifted to 
the Food Administration, and ceilings below the rate of $2,400 a year 
were prohibited. Although the advance in the cost of living was greatly 
reduced and almost stopped during 1943, the President’s committee re- 
ported that in September, 1944, it was 25.5 per cent above Jan. 1, 1941, 
while hidden costs would bring it to 30 per cent; by the close of the war, it 
was about 3 points higher. With this further rise, labor insisted that the 
Little Steel formula be abandoned, but the public members of the WLB 
in February, 1945, advised the President against this on the ground that 
up to October, 1944, hourly earnings had increased 36.7 per cent and gross 
weekly earnings 76.3 per cent while the cost of living had only risen 29.4 
per cent. The result of all this was that, although the advance in wage rates 
was greatly slowed down under the stabilization program, it did not cease 
altogether. 

In general, the increase in labor’s earnings during the war far more than 
offset the rise in living costs. The average annual salary-wage of all non- 
governmental, nonagricultural employees on a full-time equivalent basis, 
estimated at $2,255 for 1944, was almost 70 per cent above that in 1939; 
the rate of gain during the First World War was almost the same, yet it 
left the figure at only $1,283 in 1919. However, different groups shared 
very unequally in this gain. Thus in 1944, farm wage rates, which had been 
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greatly depressed, were 155 per cent above those in 1939, and the rates of 
other unorganized groups such as common labor or domestic servants were 
from 50 to 100 per cent higher. In manufacturing, the weekly wage of 
women rose much faster than that of men, and the greatest gains in take- 
home pay went to those in war industries particularly benefiting from over- 
time pay and a higher job classification. Yet there were substantial groups, 
such as those in the retail trades, where the increase in hourly rates barely 
kept pace with rising living costs, while among the skilled trades in less 
demand the increase was much lower. The worst sufferers were among the 
medium salaried class many of whom obtained little or no increase. 

Science and Invention. Though no account of the extremely important 
contributions of scientists, inventors, and engineers toward hastening 
victory can be attempted here,^ at least a few of the more notable must be 
mentioned, for never before had science played such a part in warfare. An 
early start had been made under a committee of the CND which broadly 
surveyed the needed lines of research together with the men and resources 
available for such work. In May, 1941, the Office of Scientific Research and 
Development was created which greatly expanded the scope of activities 
and secured a better coordination. Extensive exchange of information or 
men with Britain and Canada was arranged, use of available patents of 
the Axis was authorized, and, since it was known that in many fields it 
involved a race to beat the enemy, speed of action was stressed. Not a little 
effort had to be devoted to convincing the conservative armed services of 
the importance of the results being secured. 

The most spectacular achievement, involving several years of work and 
an outlay of $2 billion, was that culminating in the dropping of the atom 
bomb on Hiroshima in August, 1945, which immediately settled the ques- 
tion of Japan’s surrender. More important during the war were the ad- 
vances in electronics and the development of some 150 different systems 
of radar for ground, ship, and air use. These and other devices vastly in- 
creased the effectiveness of the air forces and the antisubmarine campaign. 
The bazooka provided the first adequate weapon against the early superior- 
ity of German tanks, the flame thrower drove the Japanese from their 
caves, and the proximity fuse increased a missile’s destructiveness. With 
combat ranging from the Arctic to tropical jungle or desert and at un- 
dreamed-of altitudes, the need for medical care became the greater, and 
the task of directing studies was assigned the Medical Research Committee. 
The most notable results were secured with sulfa drugs, penicillin, blood 
plasma for which civilians donated 13 million pints, atabrine, and DDT. 
Once approved, production of these things was rapidly pushed. The aid of 

* For an excellent popular summary see J. P. Baxter, Jr., “Scientists against Time,” 
New York, 1946. 
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psychologists was employed to improve job selection and the efficiency 
with which men functioned in a great variety of tasks. 

The Achievement. While our Allies held the battle fronts during the 
dark days of 1942 as best they could with but moderate aid from us, the 
needed time was secured to mobilize and convert our resources and get 
mass production under way. Before the close of 1943, when munitions out- 
put reached its peak, this had been generally achieved. It also took time 
to build up the vast reserves of supplies required for a successful offensive, 
not to mention those needed for Lend-Lease, and it took more time to get 
these supplies as well as troops overseas and to the fr'^nt. A goodly share 
of this was also accomplished before the close of 1943, the year that marked 
the definite turn in the tide of war. 

On the eastern front, the Germans after the surrender at Stalingrad, 
January, 1943, were on the defensive and were steadily pushed back out of 
Russia and the Balkans and then in the homeland until Vienna and Berlin 
fell. From 1943 on, Germany vas bombed as Britain never had been. 
Following the landing in Africa, the Axis ^jrces, caught between attacks 
from both sides, were driven o!it by May; after the capture of Sicily and 
the landing in Italy, that country surrendered in September, though the 
Germans bitterly congested ihe Allies’ northward drive to the end. In 
1944, the long process of accumulating troops and supplies having been 
completed, northern I'Yancc was invaded in June and the south in August. 
From then on, except for the Battle of the Bulge setback in December, 
German forces were in steady retreat and growing disintegration until the 
unconditional surrender. May 7, 1945. 

In the Far East where, except in Burma and China, the task of defeating 
Japan devolved largely upon the United States, the first essential was to 
obtain control of the seas, for after Pearl Harbor the Japanese navy enjoyed 
a superiority. Thanks to an early start — for it takes longer to build up the 
navy than any other branch of the services — and with substantial losses 
on both sides, this was achieved fairly early, and by 1944 a great superiority 
over the Japanese navy had been attained. As this, including that of the 
absolutely essential air force, developed, it was possible to assume an all-out 
offensive in the spring of 1943. By adopting the novel policies of using 
floating supply bases and by-passing many islands subsequently neutral- 
ized, unexpectedly rapid progress was made. In October, 1944, troops were 
landed in the Philippines, Manila was recaptured the following February, 
and by June, following the terrific contests at Iwo Jima and Okinawa, land 
bases were secured making heavy bombing of Japan easy. Having lost most 
of her navy and shipping and facing a new enemy in Russia, who had 
declared war 2 days after the dropping of the atomic bomb on August 6, 
Japan offered to surrender on August 10, thus obviating the need for a 
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costly invasion. The formal signing of the surrender terms on September 1 
brought the fighting in the Second World War to an end. 

The ability of the Allies to hold on with some Lend-Lease aid until 
United States’ production had filled the supply lines sufficiently to justify 
the offensives, in which American forces largely participated, helped in the 
achievement of making those forces the best equipped, the best fed, and 
the best clothed in history. At first, scarcity of equipment hampered opera- 
tions, but as soon as front base supplies had been built up, scarcities seldom 
developed, except from rapid shifts in the field; there was never any such 
great dependence on the Allies for certain equipment as in the First World 
War. Though the food often was monotonous and far from appetizing, it 
was nearly always abundant and from a dietary point of view excellent. 
In medical care, all records were broken; in the army, the death rate from 
disease of 6 per 10,000 was but 5 per cent of that in the First World War; 
among the wounded reaching base-line hospitals, the death rate of 3.3 per 
cent was less than half that in 1917-1918, partly because of speed in 
evacuation, and nearly 60 per cent of the wounded were returned to duty 
in the field of operation. Out of total American war casualties of 1 million, 
some 300,000 represented those killed. The pay of servicemen was better 
than ever, and the 13 million surviving veterans of the war period (by 
1947, the total actual and potential veterans of the war had risen to 16 
million and there were some 4 million veterans of earlier wars) were pro- 
vided with various aids for facilitating their resumption of civilian pursuits 
on an unprecedented scale. Under the GI Bill of Rights of 1942 and later 
additions, temporary assistance was offered for education, on-the-job 
training, business or home loans, and unemployment; permanent aids in- 
cluded pensions and disability allowance's, medical, hospital, and domicil- 
iary care, cheap life insurance, and various types of preferential treatment. 

Besides providing for the needs of the country’s own armed services, the 
American production effort also made possible very substantial contribu- 
tions to the needs of the Allies through Lend-Lease. Also, after we entered 
the war, agreements were made to obtain reciprocal Lend-Lease from other 
countries, usually in the form of goods and services in regions where Amer- 
ican forces were stationed. The total value so received was over $6 billion, 
six-sevenths of which came from the British Empire. The United States 
provided others with $46 billion of Lend-Lease of which nearly two-thirds 
went to the British Empire and almost a quarter to Russia; France which 
came next got 6 per cent and China half that. Of the total, nearly a third 
consisted of food and industrial materials, a seventh of ships and their 
equipment, and most of the remainder of aircraft, ordnance, tanks, and 
other vehicles. Before 1947, nearly three-quarters of the Lend-Lease ac- 
count had been settled. During the course of the war, the United States 
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built 3,000 military and other installations abroad costing $2.4 billion, and 
its total outlay abroad was $13 billion. 

The achievement was also such that all essential needs of domestic 
civilians were well provided for, though far more in the way of restrictions 
and rationing became necessary than in 1917-1918, and much grumbling 
resulted. Perhaps the greatest inconvenience arose from the rationing of 
gasoline, mast felt in the East where it was started in 1942 but eventually 
extended generally. Combined with the stoppage of all production of new 
cars and the scarcity of tires, this resulted in reducing the number of pas- 
senger cars in operation about 17 per cent and the use of gasoline by such 
cars about 40 per cent. The difficulties and inconveniences of travel by all 
mediums were greatly increased. The scar. it\' of oil and other fuels forced 
some to live during the winter in temperatures in the 60’s instead of the 
70’s. As previously indicated, the people as a whole ate more and better 
food than before the war, though there was much complaining about the 
moderate cuts in the supplies of fc ts, meats, and ^ugar. Although much less 
was heard about it, the number of middle class families that had to give 
up employing a domestic servant because of the rise in her wages was one 
of the more serious lf»sses for many and, with other things, reduced the 
family’s leisure time. The scarcity and high cost of textiles forced economies 
in clothing and other domestic uses. Most serious of all was the rising cost 
of living for those whose incomes failed to rise correspondingly. 

The Financing of the War. Though the policy in war financing showed 
some improvements over that of the First World War, this was the field 
where less seems to have been learned from that sad experience and its 
long-run consequences than any other. Only the mistakes in dealing with 
the postwar inflationary tendencies will produce results of comparable 
seriousness. The administration failed to push an aggressive policy, and 
Congress at times refused to grant even what was asked, despite the high 
general prosperity of the war years. The President’s budget message of 
January, 1942, estimated a deficit of over $18 billion for the fiscal year 
ending June 80, and of $42 billion for fiscal 1943. Since it takes so long to 
get most tax bills through Congress, nothing was done to help fiscal 1942, 
and its actual deficit proved to be $20 billion. As this raised the gross na- 
tional debt to $72 billion, it had been necessary in March to increase the 
limit on the debt from $65 to $125 billion. Later boosts eventually set it at 
$300 billion. 

In response to the President’s request for new taxes of $7 to $9 billion 
to reduce the deficit for fiscal 1943, Congress in October passed a law ex- 
pected to yield about that sum. Though there was a tendency to advance 
most taxes, the chief gain was expected from the sharp increase in income 
tax rates, a lowering of exemptions, and the levying of a 5 per cent Victory 
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tax made deductible from pay envelopes, thus raising the number of returns 
showing a tax liability for 1942 to 28 million, or 50 per cent more than for 
1941 and seven limes the number for 1939. Though the total receipts for 
fiscal 1943 proved appreciably above the first estimate, expenses increased 
even more, resulting in a deficit of $56 billion, which raised the debt to 
$137 billion. 

The budget message of January, 1943, estimated the deficit for fiscal 
1944 at $71 billion based on receipts of $33 billion and expenses of $104 
billion. Facing such an outlook. Congress was asked to raise $16 billion 
more so that receipts would cover half the outlay. A whole year passed 
without any final action by Congress and then, owing to unexpectedly large 
receipts, the sum asked was reduced to $10.5 billion. Finally in February, 
1944, Congress responded with a bill estimated to raise $2.3 billion more, 
which the President vetoed as utterly inadequate and Congress then passed 
over the veto. This law raised various excise taxes, advanced the excess- 
profits tax rate from 90 to 95 per cent, and made the Victory tax a flat 3 
per cent, but left individual income tax rates unaltered. There was no 
finrther effort to raise taxes. The following May, an act to simplify taxes 
eliminated the Victory tax but raised other rates to offset this, and the 
wage and salary withholding system was extended to deduct the full tax 
on incomes up to $5,000. The failure to raise more by taxes led to deficits 
of $50 billion in fiscal 1944 and $54 billion in fiscal 1945, at the end of which 
the debt stood at $259 billion. Strong pressure for tax relief after the war 
ended led to the act of November, 1945, made applicable for 1946, and 
estimated to cut taxes $6 billion. The chief features were increased exemp- 
tions estimated to relieve 12 million people from the income tax and repeal 
of the excess-profits tax. A deficit of $21 billion for fiscal 1946 resulted in 
raising the national debt to the peak of nearly $280 billion in February of 
that year. During the five fiscal years, 1941-1945, total net tax receipts 
covered only 41 per cent of expenditures. The government’s outlay for 
defense and war purposes from June, 1940, until the close of 1946 totaled 
nearly $350 billion. 

For the heavy borrowing that these enormous deficits necessitated, the 
general policy adopted was rather similar to that of the First World War, 
except for the notable improvement represented by the effort to induce 
people to buy government securities out of current income instead of 
borrowing for the purpose. With this end in view, starting in the spring of 
1942, a more vigorous campaign to sell war savings bonds was inaugurated, 
monthly sales quotas were set, and subsequently quotas for the special 
loan drives. Eventually some 30 million people were authorizing deductions 
from their pay to buy war bonds. Yet, considering the great savings 
accumulated during the war, the total sales through September, 1945, of 
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$56 billion, of which 17 per cent had already been presented for redemption, 
were hardly notable. At the close of that year, it was estimated that private 
individuals had absorbed and held $53 billion or only 23 per cent of the 
increase in the national debt since 1939. The rest had to be obtained from 
banks, institutions, and other corporations. 

Just as in the First World War, at the start it was the practice to sell 
short-term notes or certificates and bonds to the banks and then, as needs 
arose, to launch a series of war-loan drives to increase the sales and secure 
a broader distribution of the bonds. Starting in December, 1942, a series of 
seven of these drives was held followed by the final v ictory drive at the 
close of 1945, between $13 and $26 billion of sales being secured from each 
and the goals set always being surpassed. In the loan drives, it became the 
policy to offer various t>pes of securities certain of which were not available 
to commercial banks and to set quotas of the goal for sales to individuals 
and other nonbank groups, but most of the oversubscriptions came from 
outside the individuals group. Of the total net increase of $260 billion in 
government obligations and guaranteed debt between Dec. 31, 1941, and 
Sept. 30, 1945, individuals or partnerships owned less than a quarter at the 
latter date, commercial banks almost a third, private corporations and 
associations over an e^'ghth, the Federal reserve banks a tenth, insurance 
companies a little less, and various governmental agencies most of the 
balance. 

The national debt at its early 1946 peak of $280 billion represented a bur- 
den which many people not more than a decade before would have insisted 
meant little short of national ruin. It was almost $2,000 per capita as against 
$240 after the First World War. However, the growth in the real burden 
involved was greatly lessened by the unprecedentedly low rate of interest 
that the debt bore and by the enormous rise in the national income that 
had taken place. Unlike the First World War, in this war the interest rate 
on the debt steadily declined from 2.5 per cent in 1940 to 1.9 per cent in 
1945, so that by 1946 the total interest charge was $5 billion or only five 
times that im 1920. The rise in the national income to $164 billion in 1946 
was such that this interest charge barely exceeded 3 per cent of that 
income, while the 1920 ratio was 2 per cent. Of course, national income may 
greatly decline. 

Monetary and Banking Developments. The government’s enormous 
borrowing program inevitably involved great reactions upon monetary and 
banking conditions, though the large proportion of war activities financed 
by the government, which of course increased its borrowings, to that extent 
reduced the need for private borrowing. After Pearl Harbor, the Federal 
reserve authorities announced that their powers would be used to assure 
ample funds for financing the war and to maintain satisfactory conditions 
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in the government security market. Though this promise was fully carried 
out, in order to do so various modifications of the banking laws facilitating 
credit expansion had to be made. Also assistance was secured from various 
other measures that tended to increase the supply of funds from which the 
government could borrow. Thus, between the limitations on production of 
civilian goods and such control over security issues as the SEC exercised, 
little money was diverted to such production. This same limitation together 
with government financing resulted in the relatively slight increase of 
around $4 billion in the total loans and discounts of all banks during the 
war. Finally, the scarcity of so many consumer goods, together with the 
restrictions on consumer credits, decidedly checked consumers’ outlay and 
increased their savings, which were further augmented by the rapid rise 
in the incomes of so many. 

In December, 1941, with over $22 billion of gold, a Federal reserve ratio 
of around 90, and $12 billion of excess reserves, presumably making possible 
an expansion of six times that sum in the reserve system as a whole, the 
banks were in an exceptionally strong position. It was the practice of banks 
holding government deposits, the number of which was increased, when 
they bought government obligations simply to credit that deposit. When 
the total of these deposits reached a large sum and the reserve ratio fell, 
an act of April, 1943, temporarily exempted deposits so secured from the 
reserve requirements, thus permitting a further expansion of loans. As the 
drain on reserves was heaviest in the central reserve cities, a reduction in 
the reserve requirements in those cities was permitted in July, 1942, and 
the prohibition against new loans or dividend payments by member banks 
with a deficient reserve repealed. Unlike the First World War, open-market 
operations were largely depended on both to stabilize the price of govern- 
ment obligations and to bolster reserves. Early in 1942, the Federal reserve 
banks were authorized to purchase government obligations direct from the 
Treasury, though total holdings so purchased were limited. These banks 
stood ready to buy or sell Treasury bills at a stabilized rate, thus making 
them attractive for the member banks, though toward the end the latter 
showed a preference for longer term obligations yielding a better return, 
and the holdings in the reserve banks accumulated. Temporary declines 
in reserves were met by open-market purchases from the member banks, 
and it was not until 1944 that the latter were forced to seek a substantial 
volume of advances from the reserve banks. Despite all that was done and a 
loss of only $2 billion in gold, the expansion of bank credit was such that 
the reserve ratio steadily declined till, at the close of the war, it was barely 
above the 40 per cent minimum. In consequence, it was deemed advisable 
to reduce the requirement to a flat 25 per cent of gold certificates against 
both demand deposits and Federal reserve notes, as was done in 1945. 
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The outcome of all this was an enormous increase in both bank deposits 
and the money in circulation. From July, 1940, until the close of 1945, 
total deposits in all banks rose from $71 lo $166 billion and most of the 
increase in this liability was represented on the asset side by the rise in the 
holdings of direct or guaranteed Federal obligations from $20 to $102 bil- 
lion. During the same period, total money in circulation rose from $7.8 to 
$28.5 billion, or from $59 to $203 per capita. Practically all of this increase 
was in the form of Federal reserve notes having Federal obligations as 
collateral backing, the temporary authorization of which in 1932 being 
repeatedly extended and made permanent in June, 194a. This simply meant 
a further pyramiding of debt on debt. One (outcome of the general situation 
was great prosperity for the banks; another was that in this same period 
personal and business holdings of liquid assets (excluding those of banks, 
insurance companies, and government bodies) more than tripled. Of the 
total holding of $221 billion at the close, two-thirds were personal and one- 
third was business holdings. Of the increase of $153 billion, a half was 
represented by government securities, $37 billion ny demand deposits, and 
around $20 billion each by time deposits and currency. Such an increcfse 
in potential purchasing power without a corresponding increase in volume 
of production had a powerful inflationary reaction on prices. When controls 
were abandoned after 1945, this became an important factor in advancing 
prices and accentuating the postwar boom. 

Prices and Price Control. As previously described, a substantial rise 
in prices had already taken place by the time the country entered the war, 
despite all that OPA with its very limited powers could do. At the end of 
January, 1942, after 6 months’ deliberation. Congress passed the Emer- 
gency Price Control Act, which greatly broadened these powers but still 
left serious gaps in the line, being based on the theory of selective rather 
than general control. Practically, it exempted farm products from any 
immediate control, left wages entirely exempt, and limited rent control to 
selected defense areas. The objective was to maintain the price level of 
early October, 1941. It soon became clear that selective control chiefly 
directed at basic raw materials was very inadequate and OPA, through its 
General Maximum Price Regulation of May, accordingly set wholesale 
and retail price ceilings at the highest existing in March, 1942, though 
not thereby supplanting existing, or preventing new, specific price ceilings. 
This regulation extended control from 50 to about 75 per cent of the value 
of the wholesale price structure and was the first extensive limitation on 
retail prices; but it still left all wages, most rents and services charges, and 
40 per cent of the food bill exempt. 

Though this action very greatly reduced the rate at which prices rose, 
it could not stop the advance, and by October, 1942, wholesale prices were 
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24 per cent and the cost of living 18 per cent above the January, 1941, 
levels. This led the President in September to demand prompt action by 
Congress along the lines of the seven-point anti-inflation program an- 
nounced in March, and in October the Price Control Act was amended to 
authorize the controls over farm prices, wages, and salaries previously 
described, thus filling the two big gaps in the control program. At the same 
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Fig. 88. Index number of wholesale prices, by groups, 1939-1948. (1926 = 100.) 


time, the Office of Economic Stabilization was created with sweeping powers 
to direct the control program. By December, rent control was extended to 
cover 355 areas including 76 million people. Though further retarded, the 
advance of prices was not stopped; with farm prices taking the lead and 
others forced up by wage raises and various “adjustments,” it continued 
till in May, 1943, wholesale prices were 29, farm prices 81, and the cost of 
living 24 per cent above January, 1941, levels. 

This led the President in the preceding April to issue his “hold the line” 
order, which was carried out so successfully that after May there was 
little or no advance until the fighting ended in August, 1945, at which time 
wholesale prices were 31, farm prices 91, and the cost of living 28 per cent 
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above January, 1941, levels. An important factor in this achievement was 
the adoption of the subsidy policy for food products in 1943, for with its 
aid retail food prices were somewhat reduced. A similar policy of subsidies 
for increased outputs of copper, lead, and zinc adopted in 1942 was later 
declared to have saved taxpayers several billions at a cost of some $200 
million. Being particularly applicable to products of the extractive indus- 
tries secured under increasing costs, it was adopted for oil in 1943 and should 
have been applied much earlier to farm products and limited to increased 
outputs, even if the administrative problems involved were diflicult. 
Though the farm bloc failed to override the veto of the uutisubsidy bill, it 
forced the administration to limit the use of subsidies, and when in June, 

1944, the price-control law was extended for another year, it secured other 
gains by requiring ceiling limits on cotton textiles to reflect the parity price 
of raw cotton and government support of the basic farm products or those 
for which increased output had been sought at prices equal to parity, or 
the average January to September 1943, whichever was higher. In June, 

1945, the act extending OPA controls for fAiiother year without seriously 
crippling amendments was passed only after strong opposition from many 
special interests. 

Though the price-control eftbrt secured vastly better results than in the 
First World War, the failure to accomplish still more can be attributed to 
much the same reasons that explain a similar outcome in most other 
phases of the general war effort . As excellently summarized by the Truman 
Senate Committee in 1943, the chief mistakes were (1) inadequate over-all 
planning at the start and delay in fixing basic policies, (2) conflicting author- 
ities resulting in delays and passing the buck, (3) hesitation in adopting 
unpopular policies long after the need for them was clear — in short too 
little and too late. In the case of price control Canada, by prompt and 
sweeping action to control prices and wages in October, 1941, proved able 
to limit the subsequent rise in the cost of living during the war to less than 
3 per cent. In addition to the weak fiscal policy, the failure to do better 
in the United States was due mainly to the delay in imposing effective 
controls on the price of farm products. By August, 1945, wholesale prices, 
excluding those of farm products and food, were only 20 per cent above 
those for 1940, but farm products were 90 per cent and foods 50 per cent 
higher. Much the largest increase in the cost of living during this period is 
to be attributed to the higher cost of food and clothing which made up 
35.4 and 11 per cent, respectively, of the average cost of living, for each of 
these groups rose about 44 per cent. The rise of 122 per cent in the farm 
price of cotton was the main factor in increasing clothing costs, the rise in 
wool being about half as great. Rent, which makes up nearly a fifth of 
living costs, rose less than 4 per cent; fuel, ice, and electricity, which make 
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Up less than 7 per cent, rose only a tenth; but the rise in miscellaneous 
items, which make up nearly a quarter, was 22 per cent. Moreover, it was 
the rising cost ol living that provided the chief justification for raising wage 
rates which in turn, though not always, led to higher prices. 

Though the distribution of the burden of war costs among different groups 
resulting from the government’s fiscal policy with the consequent inflation 
was distinctly more equitable than in the First World War, there still were 
many unjust gains and losses. The efforts made to eliminate profiteering 
resulted in more of the gains accruing to the less well to do and fewer to 
the rich, while the greater success in checking inflation modified the losses 
of the groups suffering from that phenomenon. No small portion of the 
burden was met by increasing the volume of output which involved deple- 
tion of exhaustible natural resources, considerable deterioration of equip- 
ment, more constant use of plant, fuller employment, and longer hours of 
work. As the national income rose from $77 billion in 1940 to $161 billion 
in 1944 and 1945, total payments to employees rose a trifle faster and came 
to make up over 70 per cent of that income. The farm population gained 
much more relatively than any other large group, their per capita income 
in 1945 being more than triple that in 1940 while that of the nonfarm 
population increased by only four-fifths. Total interest, rental, and dividend 
payments to individuals rose only half as rapidly. Incorporated business 
enjoyed a very large rise in income before taxes, but so much of this was 
taken away by the income and excess-profit taxes that the net increase 
barely exceeded one-half. Most of this extra gain was retained in the 
business, for dividend payments rose only one-eighth. 

Yet among corporations, just as among workers, there were marked 
differences in gains and losses. For the depressed railroads, the great rise 
in profits, though much reduced after 1943, came as a godsend; banks and 
other financial institutions generally flourished; trade corporations as a 
group did excellently; mining companies fared well; but public utilities 
lost slightly. Though a strong effort was made to extend war contracts to 
the smaller concerns through subcontracting if not directly, many small 
enterprises in manufacturing or trade serving civilian needs, between 
scarcity of raw materials or stock and price squeezes, suffered severely. 
Taking advantage of the situation, black-market operators gained accord- 
ingly. Though the rich, being taxed more heavily than ever, had to forego 
many luxuries, the heaviest losses fell on those whose wages or salaries failed 
to keep up with rising living costs and those largely dependent on fixed 
sources of income, a group estimated in 1943 to include 20 million people. 
For nearly everybody, there was some sacrifice of the pursuits of leisure to 
carry on longer and harder work; above all this burden fell upon those in 
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high authority. In assuming his full share, the President gave his life just 
as victory was in sight. 

The Problems of Readjustment and the Postwar Boom. The end- 
ing of the war left the nation as well as the world facing far bigger problems 
of readjustment than after the First World War. The nation had failed to 
work out those problems adequately in the 20 years of succeeding peace; 
how long it will take to work out the bigger problems now confronting it 
only time can tell, but much will depend on what has been learned from 
the interwar experience, for basically the general character of the problems 
is very similar; also much will depend on what the rcK.'. of the world has 
learned, since the need for international cooi)eralion in the effort is greater 
than ever. 

Because this was realized, planning for readjustment in both the domestic 
and the international fields was started in 1943. To aid and direct relief 
and rehabilitation, UNRRA was then organized; in 1944, plans for an 
international bank and a fund to provide loans and help stabilize currencies 
were drawn up, and the Dumbarton Oaks Couference formulated proposals 
for preserving peace which evolved into the United Nations Charter of 
1945. Earlier plans for domestic reconversion were greatly expanded in 
October, 1944, by creating a Director of War Mobilization and Reconver- 
sion. In November, 1945, when the Civilian Production Administration 
replaced WPA, it used many of the latter’s powers over allocation, priori- 
ties, and stabilization to secure an orderly conversion. Decontrol proceeded 
rapidly during 1946, and most of what little remained was taken over by 
the Office of Temporary Controls in December. 

The unprecedented speed with which some 10 million were demobilized 
in the 15 months after May, 1945, led to predictions of 6 million unem- 
ployed; yet the actual figure never rose above 2.7 million; by the last of 
1946 when the number employed rose to 58 million, it exceeded all records. 
The unexpected ease with which the shift to civilian pursuits was carried 
out was due to various factors. Basic in the situation was the pent-up 
demand for consumer goods, especially durable goods such as housing, 
automobiles, and household appliances, and this was augmented by de- 
mands from abroad. At the same time many workers who had joined the 
labor force during the war, especially women and minors, withdrew while 
working hours were generally reduced to avoid overtime. For veterans the 
shift to civilian pursuits was finther eased by loans, unemployment com- 
pensation up to 52 weeks, aid for resuming education or training, and 
various forms of preferential treatment. In the hope of sustaining a high 
level of business activity and lessening cyclical fluctuations the Full 
Employment Act of February, 1946, created a council to advise the Presi- 




830 


END OF THE FRONTIER', RISE OF CAPITALISM 


dent on periodic reports to be made to Congress as to the economic outlook 
and any measures needed to maintain full employment. 

After 1946, greater business activity raised the employed civilian labor 
force to 60 million in the summer of 1947 and a year later to over 61 million, 
besides which there were 1,260,000 in the armed services. Unemployment 
fluctuated between 2 and 2 ]/^ million, which may be considered a normal 
minimum. That the postwar boom would continue so long and at such a 
pace had not been generally anticipated. The added impetus which it 
received was due chiefly to unexpected foreign developments, among which 
the rising need of Western Europe for American goods, the spread of Com- 
munism, and the growing fear of another world war were the most prom- 
inent. 

The strength shown by the Communists in Creece, Italy, and France as 
well as in other parts of the world; the great difficulties met with in trying 
to arrive at an agreement with Russia that would restore normal life and 
hasten economic recovery in Europe, especially in Germany; and the seizure 
of control of Czechoslovakia by the Communists in 1948, convinced many 
that prompt action was needed to ensure the protection of Western insti- 
tutions and ideals. Such action involved (1) more aid to western Europe 
to build up defense resources and to hasten economic recovery so as to 
lessen the suffering upon which Communism throve; (2) strengthening the 
military resources and preparedness of the United States. 

For the latter purpose, a series of measures was adopted. An act of 1946 
provided for an outlay of $3 billion over 5 years to accumulate stockpiles of 
imported raw materials essential for wartime production. In 1947, the 
government announced that it would retain sixty of its war munition plants 
in a stand-by condition and that seventy-one more would only be leased 
or sold on terms permitting swift conversion to war work. The National 
Security Act of that year created the National Security Council to advise 
the President on integrating domestic, foreign, and military policies relating 
to national security, with three subordinate agencies to deal with special 
phases of the problem. Accepting the lesson taught by the war of the need 
for one supreme authority to secure coordinated control of all the branches 
of the armed services, this was also provided for by creating the National 
Military Eistablishment though, as subsequent events have shown, it is 
not going to be easy to eliminate the desire for freedom of action or the 
effects of the ancient rivalries among the services. This same year also 
witnessed the signing of the Treaty for Inter-American Defense at Rio de 
Janeiro. As the Selective Service Act had lapsed in March, 1947, and 
volunteers had proved insufficient to keep the forces up to the authorized 
strength, an act of June, 1948, provided for the draft of men nineteen to 
twenty-five years of age (with numerous exceptions) for 21 months of 
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service. Also, the President was granted power to requisition the output 
of concerns making essential military supplies and, if necessary, to seize 
their plants. At the same time. Congress greatly increased the appropria- 
tions or authorizations for the military services, notably those for the air 
force. 

In addition to the war preparations, there were also various other devel- 
opments in the domestic field which added to the backlog of accumulated 
demands for goods and stimulated business activity. Before the close of 
1946, nearly all price, wage, allocation, and other wartime controls had been 
abolished and taxes cut. The billions given out in various forms of veterans' 
aid were augmented by the issue of nearly $2 billion of terminal-leave bonds, 
half of which were promptly cashed, and by a scries of state bonus bonds 
that totaled $1.5 billion early in 1948 with more in prospect. The ending of 
controls over consumer credit Nov. 1, 1947, resulted in the outstanding 
total rising to over $13 billion at the close of the year, or more than double 
that when the war ended. Though the money in circulation showed little 
change, the two years, 1946-1947, saw a net purchase of $3.5 billion of gold 
frbm abroad which increased the reserves and the lending power of the 
banks. Bank deposits (other than government) and loans rose substantially, 
but while interest rates rose slightly, starting in 1947, they still remained 
relatively low considering the intense business activity. Little was done to 
check inflationary tendencies. 

The decline in business activity during 1945 consequent on the ending of 
the war ceased early in 1946 and was succeeded by a fairly steady rise that 
had not been seriously interrupted up to the middle of 1948. At the close 
of 1947, there were 3,870,000 business firms in operation, or over a million 
above the wartime low of December, 1943, that had aroused so much con- 
cern, and 470,000 above the figure for September, 1941. Farm output con- 
tinued to be sustained at one-third above the prewar level; the prices of 
farm products rose sharply; the value of farm real estate per acre advanced 
till it nearly reached the 1920 peak; and farmers’ assets reached the un- 
precedented total of $111 billion. Farmers were even more prosperous than 
during the war. Despite rising production costs, the realized net income 
from agriculture and government payments jumped to $18 billion in 1947, 
nearly 50 per cent above the best war years and four times that in 1940. 

Two years after the low postwar point in the physical volume of industrial 
production was reached early in 1946, that output had increased 27 per 
cent and was nearly double the average for 1935-1939 ; the output of durable 
goods was more than double and that of nondurable goods less than double 
the prewar averages. Activity in the construction industry steadily rose, 
despite high costs and scarcity of materials. Contracts for residential hous- 
ing, averaging over $3 billion a year, 1946-1947, exceeded those in the 
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1920’s boom and led to a large increase in mortgage debt; the business 
outlay for new plants and equipment was over $11 billion in 1946 and 
seemed likely to be about $19 billion in 1948. Between increased business, 
rising prices in a sellers’ market, and tax cuts, total corporate profits after 
taxes jumped to $17.5 billion in 1947, or nearly double the 1945 figure. 
Though dividends rose, the general tendency was to retain more than half 
the earnings in the business to meet the new capital requirements. Aug- 
mented by the rapid advance in prices, the national income for 1947 rose 
to an all-time high of over $202 billion.^ 

In view of the abnormal domestic and foreign conditions that accentuated 
and prolonged this postwar boom, the precipitate abandonment of price, 
wage, and most other controls during 1946, which in turn only aggravated 
the situation, was most unfortunate. President Truman wisely and vigor- 
ously fought against such action; but the Republicans had then gained 
control of Congress and he was often deserted by the conservative members 
in his own party. The cumulative pressure of a host of producer interests 
on Congress was such that the bill extending OPA beyond June 30, 1946, 
was vetoed by the President as utterly inadequate for the purpose; so all 
control then ended. Another bill, scarcely better, was reluctantly signed on 
July 25. In the meantime, however, prices had shot upward, and the effort 
to restore control under the limitations of the law proved so vain that on 
November 9 the President removed all wage and price controls except 
those on sugar and rice, which were ended during 1947. Meanwhile, the 
supporting allocation or rationing controls were also abandoned except 
those on certain transport facilities, exports, and some ten commodities. 
In November, 1947, the President sent Congress a ten-point program in- 
volving the restoration of various price, wage, and rationing controls to 
check inflation. The resulting act of December with its provision for volun- 
tary controls was little more than a farce, though it did extend some of the 
existing allocation controls. The public demand for retaining rent control 
proved strong enough so that successive renewals extended it into 1949, 
but with substantial modifications, the most important tending to reduce 
the areas and classes of dwelling units covered and to permit a 15 per cent 
increase by voluntiu’y agreement. Obviously this sad record of hasty de- 
control shows that the lessons to be gathered from the experience of 1919- 
1920 had not been learned. 

The immediate result was a rise in wholesale prices even more rapid than 
after 1918. In the last 6 months of 1946, they jumped 25 per cent, though 
the rise during 43^ years from January, 1941, to the end of the war had 
been held down to 31 per cent. Moreover, the advance continued till in 

' A change in the method of calculating this item was made in 1947 and raised the 
figure that would have been obtained under the old method by about $12 billion. 
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January, 1948, prices were 47 per cent above the level of June, 1946, and 
100 per cent above that of January, 1941. This brought them almost back 
to the peak of 1920, though, having started from a higher base in 1941, the 
total rise was not so great as that between 1914 and 1920. A slight drop 
then occurred and possibly marks the end of the sharp advance, yet the rise 
was soon resumed and by July reached an all-time high, slightly above the 
previous peak of May, 1920. With mounting labor and material costs and 
continuing strong demands, a further rise appears probable. The cost of 
living by January, 1948, was 27 per cent above that in June, 1946, and 
nearly 70 per cent above that in January, 1941. By the Tollowing June it 
had risen to an all-time high. Inevitably this postwar price rise will only 
aggravate the maladjustments in cost-price relationships and income dis- 
tribution and the whole long chain of evils following in the wake of inflation 
that the country will have to face — evils the full effects of which may not 
be disclosed for a decade or more if we can judge from our experience after 
1918 (see the charts on pages 826 and 442). 

One prompt result was to set in motion a prolonged series of demands for 
higher wages with the accompanying strikers, both of which accentuated the 
tendency in a sellers’ market to raise prices still higher. Early in 1946, the 
President authorized approval of certain wage increases, and in November 
all wage controls ceased. As organized labor emerged from the war freed 
from its no-strike pledge, stronger than ever, and enjoying the highest 
weekly take-home pay in history, it sought, as the cost of living soared, to 
retain the equivalent in real weekly earnings, despite the general reduction 
in hours to about 40 a week after 1945 and the consequent loss of the extra 
overtime pay. Since living costs continued to rise, each of the three years 
after 1945 brought a new round of demands for higher wages and other 
concessions, often backed by strikes. In 1946, the outburst of strikes led 
to a loss of 116 million man-days of work, which was triple any previous 
record, though in 1947 the loss fell to 35 million. Particularly serious were 
certain strikes that threatened to tie up the whole economy. To prevent 
this, the government was forced to take over mast of the coal minas in 
May, 1946, and retain control until July, 1947. In 1948, a similar need 
was only avoided by the ability of the government to secure an injunction 
against the United Mine Workers, the temporary violation of which led 
to a fine of $1,420,000. At the same time, to prevent a complete tie-up of 
the railroads by a threatened strike of three operating brotherhoods, it 
had to put the roads under control of the army for two months till agree- 
ment was reached. Such strikes increased the shortages of many products 
for which people were clamoring and aroused a widespread demand for 
stricter limitation of trade union activitie.s. 

For the most part, by strikes or otherwise, labor was moderately success- 
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ful in securing better wage rates and other favorable concessions; yet, after 
1945, the advance in rates generally failed to keep up with that in the cost 
of living. By January, 1948, the weekly wages of factory workers had risen 
to $52.10 or 10 per cent above the January, 1945, level (though the work 
week was about 5 hours shorter), while the cost of living had risen about 
one-third. Still, as compared with January, 1941, these wages had doubled 
while the cost of living was only 70 per cent higher. Thus, although there 
was some loss in real weekly wages after January, 1945, there still remained 
a very substantial gain as compared with January, 1941; as compared with 
1913 they had doubled. Hourly wage rates in manufacturing averaged $1.29 
in January, 1948, against $1.05 three years before and $0.68 in January, 
1941. Outside the factory workers, the rise in wages was general but varied 
substantially. On the farms, rates continued upward and by mid-1947 were 
about 33^2 times the rather depressed level for 1935-1939. Many groups, 
especially those among the lower salaried class or those lacking organization, 
suffered severely, as did those largely dependent on fixed sources of income. 
Probably most governmental employees found themselves worse off than 
in 1940, though the Federal authority did better by its employees than state 
and local units. 

In a market largely dominated by sellers the common tendency was to 
pass most, if not all, of the higher labor costs on to the consumer, despite the 
President’s request not to and a few concessions by large enterprises. For 
many, such action became a financial necessity. Railroads and various 
public utilities, caught between rising costs and controlled rates, began a 
long series of proceedings to sanction higher charges. In quick succession 
the railroads were granted several advances in rates, local transport com- 
panies were forced to obtain an increase in fares, telephone charges were 
raised, and various postal rates went up. Thus the spiral of rising costs and 
prices, substantially checked during the last of the war, was allowed almost 
complete free play. Whether labor will secure an enduring gain in real 
wages, as after the inflations of the Civil War and the First World War, 
remains to be seen. 

The outstanding law resulting from the demand for stricter control of 
trade union activities was the Taft-Hartley Labor Management Relations 
Act passed over the President’s veto in June, 1947. It applies to unions 
dealing with employers engaged in interstate commerce. Under it, juris- 
dictional strikes or those for union recognition and certain secondary boy- 
cotts were banned and injunction proceedings against them initiated by 
the NLRB were authorized. New closed-shop contracts after August 22 
were forbidden and thereafter union-shop contracts could be made only 
following a favorable secret vote of a majority of the eligible employees. 
Unions having a union shop cannot charge excessive initiation fees; no 
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union can demand featherbedding work rules or certain discriminations 
by an employer in hiring or firing workers. To obtain the services of the 
NLRB in conducting elections or dealing with complaints of unfair labor 
practices by employers, unions must send thafboard annual reports with 
financial and much other information including affidavits that their officers 
are not Communists or advocates of violent overthrow of the government. 
Strikes by government workers were prohibited along with union outlays 
for political purposes. Unions were made liable for damage suits for losses 
arising from breach of contract, specified secondary boycotts, or a juris- 
dictional dispute. Unions as well as employers were required to bargain 
and to give a 60-day notice of a change or termination of a contract; if an 
agreement is not reached within 30 days, the government must be notified. 
If a strike threatens national health or safety, the President can intervene, 
appoint a board of inquiry, and, by securing an injunction, delay it for at 
least 60 days. Employers were granted full freedom in the choice of their 
bargaining representatives and more liberty to campaign against unioniza- 
tion; they were not obliged to grant foremen bargaining rights. The uses 
to which health and welfare funds could be put were limited and provisions 
made for their impartial administration. Minor changes were made to 
increase the efficiency of the NLRB and the Conciliation Service was 
removed from the Department of Labor and made an independent agency 
under the title of the Federal Mediation and Conciliation Service. That 
this law might involve drastic restraints on their freedom of action was 
made clear by the vehement opposition of union leaders toward it, both 
before and after its passage. How severe these restraints may prove in 
practice will depend on court decisions, possible methods of evasion, and 
administrative action. 

The rising demand for stricter control of labor-union activities was re- 
flected in a trend in state legislation that started even before the war, 
became marked in 1943, and in 1947 led thirty states to take action before 
the autumn of the year. Some laws granted labor more protection, but most 
imposed new limitations upon the unions. The latter were rather similar 
in character to those of the Taft-Hartley Act, though they varied con- 
siderably as between the states, and no one state took such comprehensive 
action as did the Federal government. The most common restrictions pro- 
hibited the closed shop, maintenance of membership agreements, secondary 
boycotts, and strikes by public employees; checked picketing, certain other 
strike activities, and jurisdictional disputes; and regulated disputes in 
public utilities, sometimes requiring compulsory arbitration. 

As usual, war left the Federal government facing fiscal needs far greater 
than ever in time of peace. The $5 billion annual interest on the debt alone 
exceeded total expenditures for all purposes in any year of peace before 
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1934, and it was highly desirable to reduce the enormous debt. The decision 
to keep an army and navy of some 1.6 million men, or five times the strength 
of 1939, combined with better pay, more costly equipment, and the gen- 
erous provision for veterans, together with the heavy international commit- 
ments, to be described later, involved by far the greatest increase over the 
prewar outlays. In fact in the budget estimate for fiscal 1949 these four 
items made up three-quarters of all expenditures as compared with 30 per 
cent of the total in 1939. Yet, despite the heavy outlay for these purposes 
and the tax cuts of 1945, with prosperous times yielding large receipts, 
fiscal 1947 ended with a surplus of $753 million — the first surplus since 1930. 
A.lso the national debt had been cut to $258 billion, or more than $20 billion 
below the peak in 1946, chiefly through cutting Treasury cash reserves but 
in part from sales of some of the $28 billion of war surplus goods and plants. 

With the more favorable fiscal outlook, there appeared the usual postwar 
conflict between those demanding tax cuts and those who, like the Presi- 
dent, opposed this on the ground that it would be inflationary and that a 
reduction of the debt, especially in prosperous times, was much more 
essential. Twice in 1947 Congress passed bills to reduce taxes but was 
unable to override the President’s veto. However, in April, 1948, with its 
eyes on the coming presidential election and the prospect of a record sur- 
plus, but despite the large increase in the outlays for defense and world aid. 
Congress passed another bill over the President’s veto. This act was esti- 
mated to cut taxes nearly $5 billion. Except for a cut of around $200 million 
in gift and estate taxes, the reduction was confined to personal income 
taxes and made effective as of Jan. 1, 1948. By increased exemptions or 
allowances and by reducing rates between 12.6 per cent on the lowest 
brackets and 5 per cent on the highest, it was estimated to relieve 7.4 
million people from paying any such tax. The President insisted that, in view 
of the rising expenditures, the cut was likely to result in a deficit for fiscal 
1949. However, fiscal 1948 ended with a surplus of about $8 billion and a 
reduction of the national debt to $252 billion. 

In the case of state and local governments, the war years brought a 
reduction of nearly one-quarter in the $20 billion debt outstanding in 1940, 
but subsequently an increase appeared raising the total to nearly $17 
billion in 1947. Faced with rising labor and other costs, both of these 
governmental units were forced to seek more income, especially after 1945. 
Previously, their problem had been greatly relieved by the rapid decline 
of relief expenditures after 1940 and the general tendency to continue many 
of the taxes imposed during the depression years to defray that outlay. 
For this purpose the general sales, use, or gross receipts tax was increasingly 
used. By 1947, state expenditures had risen to over $8 billion or $59 per 
capita as compared with $41 in 1940. 
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The problems arising out of the war and the postwar boom that will face 
various segments of the nation’s economy have much in common with 
those that appeared after 1920 so far as general character is concerned, 
though in size they are greater. Another serious war would upset any 
prediction but, assuming peace, probably the readjustments facing agri- 
culture will eventually prove the most serious, since it was this segment that 
secured the greatest relative gains and farm prices that had the greatest 
rise after 1940. As war-devastated countries recover and other countries 
increase their output, our exports will decline. How well the postwar high 
level of domestic consumption of farm products is mainiained will depend 
on developments within the country. With wartime price supports extended 
to 1950 and in modified form still longer, together with the extension of 
the sugar quota system and other measures, insurance against immediate 
drastic losses seems to be provided. Short of unprecedented government aid, 
which the agricultural bloc may seek, eventual readjustment must be 
faced. It will be greatly eased by the vastly stron^rer financial position of 
the farmer today than in 1920. But it is to bii hoped it will be worked out 
by methods having far more regard for changed world conditions and 
putting agriculture on a sounder and less artificial basis than many of those 
adopted between 1920 and 1940. 

The very immediate outlook for manufacturing also appears favorable, 
based on an abnormal foreign demand, new defense preparations, unsatis- 
fied civilian needs, and the necessity for expanding plant and equipment to 
provide for all these demands. Yet the current level of these demands is 
abnormal and cannot be expected to continue; no small portion of it is 
based on expanded credits; signs of the ending of the sellers’ market for 
certain consumer goods are beginning to appear; the whole outlook might 
be altered very quickly. In the long run, much will depend on so increasing 
efficiency as to keep prices below the point of marked consumer resis- 
tance. 

The housing shortage may continue several years, barring a depression, 
and so stimulate building. Yet the urban real-estate difficulties of the 1930*s 
may well be kept in mind, for construction costs are high, mortgages are 
large, and both values and rentals would suffer in any general reaction. 
The conditions in lumbering and most mining will depend largely on the 
prosperity of the manufacturing and construction industries, but rapidly 
rising demands make the outlook in the oil and natural gas industries 
particularly bright. Most railroads and public utilities are likely to suffer 
from the delays in getting rate increases to offset the rising costs of opera- 
tion and replacing plant and equipment, though mounting demand may 
mitigate the situation in the case of the electric-light and -power industry. 
The vast fleet of merchant ships acquired by the government during the 
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war is being disposed of under an act of 1946 by sale at home or abroad, 
the unsalable portion being either kept in reserve or junked. The expecta- 
tion is that 1,000 ships of 10 million tons cargo capacity will be retained 
under the American flag, distinctly favorable terms of purchase being 
offered to subsidized lines. With rising costs of operation and reviving 
foreign competition, this may well involve increased subsidies. 

The war left the United States far more deeply involved in international 
economic affairs and problems of greater seriousness than did the First 
World War. Moreover, international politics, having developed an acute 
aspect, complicated the attack on these problems even more than national 
politics complicated that on domestic issues. Europe’s basic economic needs 
included the replacement of the properties damaged by war, the restoration 
of normal production and trade relations, and means for financing all this 
that would permit of the maintenance of stable currencies along with 
reasonable exchange rates, yet would avoid excessive taxation. Unless the 
depressed condition of large groups could be promptly bettered and an 
abnormal rise in the cost of living prevented, popular discontent would 
spread and radical elements gain in power. 

Germany, the heart of the prewar economy of Central lilurope, having 
been fearfully ravaged during the war, was left for the time being split in 
twain, her economy completely disrupted. The effort to secure the agree- 
ment with Russia required to promote her speedy unification and recovery 
met with only endless obstaclas. Britain depended on extensive imports 
of foodstuffs and raw materials, but having lost most of her large foreign 
investments and much of her shipping, the receipts from which items had 
largely served to offset her unfavorable balance of trade in prewar times, 
lacked sufficient means for payment. By building up her exports to 50 per 
cent or more above the prewar volume, a balance in her international pay- 
ments might be achieved, but that required time and credit. Short of that, 
said some, emigration by the millions was the only solution. France had 
suffered less than some countries from actual destruction, but cabinets 
were unstable, and along with Italy she experienced a serious currency 
inflation. In the Low Countries and Scandinavia recovery proceeded more 
rapidly. 

As the postwar situation actually developed, the western half of Europe 
found that its prewar trade relations with the eastern portion under Russia’s 
domination (which also had its own problems of reconstruction) were 
largely destroyed, despite some reciprocal trade arrangements. Thus, for 
even normal, as well as the vast abnormal, needs western Europe had to 
look elsewhere, chiefly to the Western Hemisphere and above all to the 
United States, since this country alone could provide most of the needed 
goods, other than certain foodstuffs and raw materials, and it alone could 


ECONOMIC PROBLEMS OF THE SECOND WORLD WAR 839 


assume most of the financing involved. The same held true of many military 
supplies desired for purposes of defense. 

How great the resulting demand upon the United States was is best indi- 
cated by the country’s estimated export of $35 billion of goods and services 
to the countries of western Europe in the two years after 1945. From these 
countries, the United States received less than half as much, leaving a 
balance of $19 billion to be paid for by other means and creating a great 
scarcity of dollar exchange in the debtor nations. The immediate settlement 
of this debit balance to the United States was made by various means. 
There was a net purchase of $3.5 billion of gold by tins country, which 
brought its holdings to 60 per cent of the world's central gold reserves by 
the close of 1947. Some was made by the transfer of foreign-owned American 
investments or dollar reserves, some by private investment abroad or gifts, 
but a large portion had to be settled by United States government grants 
in the form of gifts or loans. These were also ejvtended to other countries 
outside of Europe. 

It was the prevalent belief, despite considerable opposition, that the 
United States would gain in the long run, both economically and politically, 
by the financial aid extended. It would gain politically by promoting the 
prosperity and strengthening the military defenses of the nations more 
nearly supporting its economic and political ideals; it would gain econom- 
ically by hastening world recovery and lessening the chance of such a 
reaction as had engulfed the world afler 1929. Also, immediately, there 
would be substantial gains for the groups producing the exported products, 
even though the supplies available for domestic use were thus reduced 
and the ultimate cost, which was most uncertain so far as the loans were 
concerned, would fall on the taxpayers. Abroad, some looked on American 
aid as contributing to a more equitable sharing of war losses among the 
Allied nations. 

Up to the time it ceased operations in June, 1947, UNRRA had spent 
almost $3 billion for relief purposes, nearly three-quarters of which had 
been provided by the United States. The total assistance made available 
to western Europe by this country from July 1, 1945, to the close of 1947 
was nearly $12 billion, of which a third consisted of grants, most of the 
balance being loans on property credits. Since it was then evident that 
continued financial aid for several years more would be required to see the 
process of rehabilitation through in western Europe, a survey of the needs 
was made at a conference in Paris in 1947, the results of which were pre- 
sented to this country in the Marshall Plan. This indicated that western 
European countries in their current account with the rest of the world 
from April, 1948, through June, 1952, would face a deficit, decreasing from 
year to year, but totaling between $19 and $23 billion. It was proposed that 
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the United States assume responsibility through loans and gifts for financing 
some $17 billion of the total. The benefiting nations in their turn were to 
agree to adopt measures needed to hasten their recovery. In June, 1948, 
Congress, unwilling to commit itself for a longer period, made $6 billion 
(nearly what had been asked) available for the period from April, 1948, 
through June, 1949. 

Another line of action taken by the United States designed to promote 
similar ends and to forestall such unfortunate trends ^s had developed after 
1918 is reflected in the various efforts made to secure greater freedom in 
world trade. In October, 1947, under reciprocal trade agreements with 
twenty-two countries, a further substantial reduction in tariff duties was 
granted in return for cuts in duties on American products by the other 
countries. It was estimated this might reduce the ratio of duties paid to 
the value of dutiable imports to 15 per cent. This would be less than half the 
ratio in 1940 and even below that prevailing during the moderate protec- 
tion of the 1850’s. In June, 1948, Congress again extended the reciprocal 
trade agreements law, but, ominously, for only one year instead of for 
three as the President had requested. Following a series of earlier confer- 
ences, representatives of fifty-three nations meeting in Havana in March, 
1948, set up the International Trade Organization with a world trade code. 
This code called for restricting or eliminating a large number of the devices 
for impeding international transactions that have been employed in recent 
years. To get the code put into effect by the signatories is another problem, 
but if this can be done it would have far-reaching effects. 

Whether the gains made under the reciprocal trade agreements will be 
retained and whether such aid as may be extended under the Marshall Plan 
will prove sufficient to carry western Europe through the difficult problems 
of reconstruction remains to be seen. Probably political issues, domestic 
and foreign, of the different nations will prove to be a more important 
factor in the final outcome than economic forces, though the two are in- 
extricably interconnected. A failure will only accentuate the tendencies to 
split the world up into economic segments and self-sufficient autarchies such 
as developed after the First World War. If the difficult international co- 
operative effort required to avoid this can be secured, it will promote peace 
as well as a higher standard of living both in the United States and in the 
rest of the world. 


Chapter XLV . 


THE ACHIEVEMENT: THE ADVANCE IN THE 
STANDARD OF LIVING, 1770-1930 


Introduction. In Chap. I it was stated that for l!*'' economist the 
primary and underlying problem in the study of economic history was how a 
given group of people proceeded in their effort to raise their standard of 
living. The foregoing account has had as its main, though not the only, 
objective an attempt to analyze and make clear the underlying conditions 
and the changes made in the economic or other social institutions by which 
the American people sought to obtain a better living. This was based on the 
belief that by studying the factors involved and their working, by watching 
the evolutionary process through which the existing economic order was 
evolved and its problems created, and by learning the reasons for past 
successes or failures, we would be better fitted to guide future action and 
promote economic progress. Some of the more general conclusions for this 
purpose will be given in the next chapter. Here it remains to suggest what 
the American people achieved by their effort, for it is only as one secures 
some conception of the results actually obtained in advancing the standard 
of living that the success of that effort can be judged. 

This is the more essential because the present generation has so little 
conception of what living meant in terms of the concrete goods and services 
available to earlier generations. We take too much of the present compara- 
tive abundance for granted and have no realization of what life was like 
in a frontier log cabin with an essentially household economy, or when 
travel was mainly on horseback, candles provided the chief light, matches 
and modern plumbing were unknown, frequent plagues ravaged the cities, 
medicine was in its infancy, and the majority of people died before thirty- 
five years of age. The preceding chapters have repeatedly stressed develop- 
ments promoting economic progress. Consequently, when one hears the 
statement that today a third of our families do not have even a decent 
standard of living, he will be led to inquire how real that progress was and, 
if real, what forms it took and who benefited by it? To suggest the answers, 
if only in an imperfect way, is the purpose of this chapter. 

No pretense can be made of presenting here an adequate account of the 
advance in the American standard of living. Sufficient data do not exist, 
and for the earlier period even those available have not been studied. 
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Besides, even a good summary of the obtainable material might well fill a 
large-sized volume. Also there are great variations among the standards 
of different groups — among the rich, the middle class, and the poor; for 
each of these classes it will vary among those living in cities, small towns, 
and purely rural districts; and it varies among different sections of the 
country. Both sufficient data and space are lacking to describe the varia- 
tions among all these groups at different periods of time. Still, even a rather 
impressionistic summary of the chief concrete additions to the American 
standard of living will provide a fair conception of the nation’s achievement 
in this field of effort. 

The term “standard of living” is here employed to cover the economic 
goods and services used by various groups in providing for their wants. It 
includes, besides those purchased, such as are produced for its own use by 
the family, and such as are provided by the state or by philanthropic and 
other sources. It also includes the amount of leisure gained through the 
reduction of the time devoted to earning a living. Though some attempt is 
made to suggest differences in the distribution of wealth and income and 
variations between the standards of the rich and of the poor or of those 
living in urban and rural districts, the main attention is centered upon the 
standard of the working people in both city and country who constitute 
the great mass of the population. Since around three-quarters or more of 
their living costs is represented by the outlays for food, housing with its 
operation, and clothing, most attention is given to these topics. However, 
the rising outlays for leisure-time activities and the increasing importance 
of the contributions made by the state cannot be overlooked. 

To provide a clearer idea of the progress made between periods, the 
conditions existing around the close of the colonial era will first be de- 
scribed, followed by an account of the situation around 1860, and concluding 
with that for the period around 1930. Scarcity of data will necessitate the 
use of much material only approximately related to these dates, and means 
that many of the generalizations must be considered as tentative. 

THE STANDARD ABOUT 1770 

Housing. The typical dwelling on the frontier was the log cabin which, 
if the help of neighbors was available, could be erected in 2 or 3 days. 
Commonly it was about 16 by 20 feet and 7 feet high with a sloping roof 
covered with rough-hewn boards. Moss and clay filled the chinks between 
the logs. Usually there was but a single room, but if large enough a partition 
might be constructed and the section under the sloping roof made into an 
attic reached by a ladder. The floor, if not of dirt, was of puncheon slabs. 
In a large opening at one end was the fireplace with the chimney on the 
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outside, commonly built of stone but often of twigs plastered with clay. 
Usually only the open door let in the light of day; if a window was made, 
it was filled with cloth or greased paper and had a wooden shutter. Though 
well-nigh universal on the frontier, the log cabin was common in the more 
remote rural sections elsewhere and was customary for slave quarters in the 
South. 

Typically the moderate-sized frame house replaced the log cabin in time 
as the population in any locality became sufficient to support a sawmill. 
Most of the farm population and those making up the middle and lower 
classes in towns and cities lived in such houses. In the larger cities;, however, 
especially in the middle colonies, houses of brick and sometimes of stone 
were fairly common, partly owing to local fire ordinances; they were also 
to be found scattered through all parts of the country where the raw mate- 
rials were readily obtainable. The frame house used heavy timbers, had 
clapboard sides, and a sloping shingled roof. Ordinarily it was 1^ or 2}/^ 
stories high and contained from four to seven rooms besides an attic. 
Often, especially in the milder climates, the kiichen was built under a 
sloping roof in the rear or in a separate structure. Adjoining might be a 
storage shed, chiefly filled with firewood in the North, and also including a 
privy, unless this was in an outhouse. The foundation was of brick or stone 
and a cellar under at least a portion of the structure provided cool storage 
space for food. The chimney, commonly of brick, was at one side or some- 
times in the center, in which case it might have fireplace openings in more 
than one room on a floor. The floors were of heavy, broad planks, and the 
walls usually plastered, but possibly left bare or only whitewashed. The 
exterior might or might not be painted. For the windows, small, leaded 
glass panes were common, but by no means universal. 

Of the houses of the rich we possess much more authentic knowledge. 
Some of the planters’ and merchants’ stately mansions still survive; at 
least the pictures of a few, such as Washington’s home at Mount Vernon 
or the Vassal house (later Longfellow’s home) at Cambridge, are familiar 
to most. Built of either brick or wood, often three stories high, with ten or 
more fairly spacious rooms, two or more chimneys were needed for the many 
fireplaces. Paneled walls might be found in the chief rooms or perhaps the 
recently introduced foreign wallpaper. 

House Furnishing and Equipment. The furnishings of the log 
cabin, being almost entirely homemade, were both crude and meager. Poles 
caught in the wall and supported by posts provided the frame of a bed; 
fir boughs laid on tree branches, or possibly a rope, served for mattress and 
springs till something more comfortable could be obtained. Table and 
chairs, chests and shelving were homemade, and much tableware besides. 
The metal utensils for cooking or eating, possibly a few items of pewter or 
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crockery, and the essential gun, ammunition, knives, tools, and farm imple- 
ments that could be transported were among the few things brought to 
the frontier home. Table and bed linen, if not brought along, might be 
made in time, but bearskins or other furs could be used on the bed. The 
open hearth fire provided all the heat and most of the light, unless tallow 
candles were made. Water had to be brought from the nearest spring or 
stream. 

Although those living in settled districts, both rural and inban, had far 
more in the way of convenience and comfort, this vmed greatly with the 
family’s means. Doubtless much of the simple furniture of the poor was 
homemade, but local cabinetmakers could provide cheap and plain chairs, 
tables, beds, bureaus, and chests made of pine, birch, or maple. The chairs 
were hard and straight, but feather beds contributed both comfort and 
warmth for sleeping. For cooking, which was done at the open hearth or in 
bake ovens, utensils of iron, brass, copper, and tin were in general use. 
Wooden plates and bowls were widely used for tableware and considerable 
pewter, but relatively little china or glassware. Dry gourds served many 
purposes in the handling of liquids. The board floors were commonly bare, 
though some might be sprinkled with fine sand and others have matting or a 
few rag rugs. Light linen draperies might adorn the windows, but walls 
carried little in the way of decoration. 

For the vast majority of homes the fire in the kitchen hearth provided all 
the heat; only by remaining near it could one be comfortable in cold 
weather. For living rooms the introduction of the Franklin stove about the 
middle of the century proved a great blessing, for it radiated vastly more 
heat than the usual fireplace and its use rapidly spread, except among the 
poor. Few could afford a fire in their bedrooms, and the prospect of retiring 
to a chilly bed could be mitigated only by resort to the use of charcoal 
warming pans. In cold churchas, foot warmers lessened the discomfort in 
listening to prolonged sermons. Cold n)oms might produce a vigorous race 
of such as survived, but they certainly led to many an untimely end; and 
the number of those who, like John Adams, wished that they could spend 
the chill winter months in hibernation must have been legion. 

Commonly, all water had to be brought in from a spring, well, or stream. 
Soft rain water gathered in barrels as it ran from the roof gutters was useful 
for washing. Hot water had to be prepared in large iron kettles swung in 
over the open fire. For a hot bath, wooden or tin tubs might be available, 
and in cold "gather this operation was likely to involve the preempting of 
the kitchen. The lack of all plumbing made sanitation and sewage disposal 
burdensome problems. 

The cost and poor quality of lighting was a great incentive to the habit 
of working from sunrise to sunset. Pine knots burning on the hearth fur- 
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nished all the illumination for many a home, but candles were the main 
reliance of most, both rich and poor, and they were made in nearly every 
family, usually of tallow. Oil of various types, usually that of the whale, 
was burned in small dishes with little lighted wicks like those of classical 
times, but gave only a furtive light. Matches being unknown, fire was 
obtained from lighted coals when available, otherwise by the tedious process 
of kindling a spark from a flint or a powder pan. 

Though rich as well as poor suffered from poor heating, lighting, and no 
plumbing, the former could at least secure other more luxurious home 
fittings. By this period, mahogany was rapidly displacip" the early oak and 
the later walnut of Queen Anne’s time as the fashionable wood for fine 
furniture, and the designs of Chippendale and his contemporaries were in 
vogue, though some preferred the moie elaborate mode of the French. 
Some fine furniture was imported, but most was turned out by colonial 
cabinetmakers. Oriental rugs, then known as “Turkey carpets,” were 
beginning to appear in homes of the rich, along with imported wallpaper. 
Vlso from abroad came the heavy satin and ' ilk window drapes, the elab- 
orate crystal chandeliers and sconces, and the ornate clocks. Family por- 
traits by colonial artists adorned the walls. Besides much pewter, the rich 
were using fragile china and glassware as well as the more durable delft- 
ware. Serving the double purpose of ostentation and a ready source of 
cash, a substantial amount of silver, mostly of colonial make, decorated 
their tables and sideboards, and some were importing the cheaper Sheffield 
plated ware recently made available. 

Food and Drink. As regards food, the outstanding features of the gen- 
eral situation at this period were (1) its comparative cheapness and abun- 
dance, (2) the heavy dependence on household or local products, (3) the 
very limited means for preserving foods, (4) the lack of variety in so far 
as the masses were concerned, especially in the cold months. 

Frontier settlers, being almost completely dependent upon what they 
themselves could produce or find in the environment, were likely to suffer 
most, both from lack of variety and scarcity, especially in the early years. 
The food and any livestock that they brought with them, supplemented 
by the wild game, fish, nuts, and berries of the region, commonly had to 
suffice until their little clearing yielded some grain and vegetables. Crops 
were uncertain and failures frequent until experience revealed the products 
and methods of cultivation for which the soil was best adapted, and it 
might require several years to prepare much land for good cultivation. 
These were commonly years of severe hardships and endless toil, with the 
food problem the most pressing of all. 

For the masses, bread was indeed the staff of life. Commonly made of 
com or wheat, in one form or another, it was a substantial element, often 
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the chief element, of a goodly portion of the meals. Meat was cheap and, 
in limited quantities, generally available, far more so than among the 
lower classes in Europe. Pork in one form or another was much the most 
common meat, beef and veal were widely used, but mutton and lamb 
enjoyed little popular favor. Poultry and their products were found nearly 
everywhere and dairy products almost as frequently, though less common 
in the tidewater South; much the same was true of fresh fish. Nuls and 
berries were obtainable in all rural regions. Outside the cities, those who 
were not shiftless kept a cow, tended a garden patch, and had a few fruit 
trees. The careful Dutch and German farmers of the middle colonies usually 
excelled all others in the quality and variety of their garden and orchard 
products; too many sadly neglected the variety of food thus obtainable. 
Those in the larger towns or cities who did not raise what they required 
found ample supplies of products of the region in the local markets. 

Few imported foodstuffs were widely used by the masses, the chief excep- 
tions being salt, molasses, and the rum made from the latter. Cane sugar 
was still expensive, and most people used molasses, wild honey, or maple 
sugar for sweetening. Tea was widely used except among the poor, coffee 
had not then attained its modern popularity, and chocolate was consumed 
by relatively few. Though the colonists in general drank freely, most had 
to be content with cider, rum, some whisky and, especially in the middle 
colonies, beer; the imported wines and brandy went to the tables of the 
upper class; the same was true of the imported semitropical fruits and 
spices. 

Lack of many means for preservation further limited the available food. 
There is little indication of the use of ice in the storage of food at this 
period; the main reliance for keeping food fresh was the cellar or cold run- 
ning water. To prevent perishable foods from spoiling, they depended 
largely on salting, pickling, drying, and preserving. Such meat as could 
not be promptly used after slaughter was salted, smoked, or pickled; the 
same treatment was given fish when not packed in ice. The cost of sugar 
limited preserving among the poor, but it was extensively employed in 
many families, and the drying of such fruits as could thus be saved was 
general. 

Under such conditions we may assume that the meals of most people, 
though commonly substantial, were likely to be simple and monotonous. 
Bread and milk probably constituted the essential portion, if not the whole, 
of the breakfast and the supper for a great many. This was all that was 
listed by several Boston writers in 1728 in discussing that provision for a 
^‘middling family. At the Harvard commons in 1765, where board was 
55. lO^d. a week, breakfast consisted of bread and butter with the choice 
of milk, coffee, tea, chocolate, or beer as a beverage. At supper bread and 
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milk appeared again, perhaps accompanied by a stew or pie including meat 
left over from the midday dinner. At noon the students were given a 
pound of meat, boiled or roasted (on Saturdays fish), two potatoes, pudding, 
cabbage or greens in season, bread, and cider. Meat, in some form, could 
be expected by most for at least one meal along with the common vege- 
tables of the locality in season. The combination of these in stews and 
substantial soups was very common and helped to vary the monotony and 
to make use of leftovers. Dessert was apt to be a pudding, bread or hasty 
puddings being very common, but pies were frequent. Fresh fruits and 
berries in season afforded a welcome change. The food provided for the 
plantation slaves consisted chiefly of com meal, hominy, or rice with an 
allowance of salt pork and a little molasses, plus such produce as the slave 
was allowed to raise for his own use. 

Despite the conditions limiting variety, the wealthy and many of the 
middle class had a considerable range of choice afforded them at their 
meals if one can safely judge from travelers’ accounts. For breakfast, bread 
in various forms, eggs, pancakes or fried hominy, several cold meats, pies, 
and a choice of beverages. For dinner, hich was likely to come around 2 
or 3 o’clock, there might be soup, fish, roasts, fowl, several vegetables in 
season, pastries, pudding, and fruits, a variety of wines or other liquors, 
and numerous relishes or preserves. Tea might be provided late in the 
afternoon and at 8 or 0 in the evening a substantial supper with numerous 
kinds of bread, cold meat, and drinks. 

Clothing. The chief features of the clothing of this period were (1) the 
marked contrast between that worn by the working classes and that worn 
by those groups thought of as the gentry. (2) The garb of the workers was 
as simple, plain, coarse, and eminently practical as that of the gentry was 
the reverse, especially that for dress occasions and that of the men as well 
as that of the women. (3) By far the greater portion was made in the home; 
only the well to do patronized the tailor, the dressmaker, or the milliner 
and could afford imported things. 

Along the frontier, the clothing of the men was appreciably influenced 
by that of the Indians. A loose hunting shirt of coarse linsey or deerskin 
was held together by a belt, to which various things could be fastened, and 
a cape gave added protection from wet and cold. Breeches and leggings of 
similar material covered the hips and legs, deerskin moccasins replaced 
shoes, and caps were of felt or fur. The women had dresses of linsey (linen 
warp and wool woof), crude shoes, if any, and a kerchief for head cover. 

The clothing of the laboring class was mostly homemade and designed 
primarily for economy and utility. The material used was generally coarse 
linen or a mixture of flax and wool, often leather in the case of men. Work- 
men wore long shirts or blouses, supplemented, when warmth was required, 
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by a vest or coat, knee breeches, wool stockings, and coarse shoes. A felt 
hat and, for working hours in many trades, a long leather apron completed 
the outfit. The women wore short skirted gowns of wool or linsey-woolsey 
or, in summer, of calico with a linen collar or colored kerchief about the 
neck, wool stockings, and coarse shoes. For “Sunday best” either sex might 
have garments of a better quality but of very similar character, except for 
the features designed to facilitate work. 

Concerning the garb of the rich, especially that for dress occasions, con- 
temporary accounts and portraits provide far more information. The dress 
of the men, in marked contrast with that of later times, rivaled that of the 
women in its brilliance of color and costliness with silks, satins, velvets, 
embroidery, braid, lace, ruffles, and fine linen. The long-tailed coat, cut 
away in front, displayed a brilliant vest and linen shirt with ruffles and lace; 
silk or satin knee breeches, silk stockings, and low shoes with silver buckles 
adorned the lower limbs. Though the wig was going out of fashion after 
1770, the hair was powdered, curled at the sides, and done up with a ribbon 
in a short queue at the back. For outdoors, a broad-brimmed three-cornered 
hat and a long woolen coat gave protection against the weather. Even the 
less formal garb for the home, such as the flowing silk morning gown or 
the turban, was likely to be colorful if less ornate, and probably made more 
use of wool. A velvet suit lined with satin might cost £38; one of fine 
cloth was £8. 

Among the women the styles of the French court were reflected in their 
formal dress. The brilliant silk gowns were made with a (’lose-fitting bodice 
and long flaring skirts with flounces and ruffles, opening in front to display 
an elaborate underskirt of like material. Lace, ruffles, and embroidery 
abounded. Silk stockings and small high-heeled slippers covered the feet. 
The high hairdress then in vogue with its elaborate puffs, curls, powder, 
ribbon, and artificial flowers might require hours of the hairdresser’s service. 
To protect it outdoors, the ample calash or long hooded cloaks were used. 
In warm weather, outdoors or in the home, bright gowns of chintz or fine 
cambric might be worn and perhaps a Leghorn hat; simpler materials of 
wool or linen set off with a lace collar and cap and an apron might be used 
for household duties. 

Medical Care and Public Health. In the almost primitive state of 
medical science at this period care for the public health was meager. Most 
doctors were trained under an apprenticeship system; some came from 
abroad and a few went to Europe for such training as was obtainable. The 
first medical faculty in the country was organized in Philadelphia in 1765; 
the only other before independence was in New York in 1768. Bleeding, 
purging, blistering, and using emetics were the most common forms of 
treatment for a wide range of diseases. Barbers commonly did the bleeding 
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but, except for this, doctors had to act as surgeons and often as dentists, 
and had to operate without an anesthetic. Midwives, if available, presided 
at childbirth, and trained nurses were unknown. 

Practically all the sick had to be cared for at home; the few public 
institutions affording such care were only for the poor. Philadelphia started 
the first hospital solely for the care of the sick about 1750 and New York 
the second about 1775. Except for the measures to prevent the spread of 
highly infectious diseases, which were purely defensive, such as quarantine 
and the pesthouse, there was almost no public action to promote health, 
sanitation, and hygiene. Such plagues as smallpox, typh. s, or the devastat- 
ing yellow fever, commonly brought to the city ports by ships, carried off 
victims by the hundreds and flight to the country was the chief recourse. 

How much a generation living under such conditions suflered from misery 
and torturing pain the generation of today can scarcely comprehend. The 
fact that, in addition to this suffering, one bom into that earlier generation 
faced the average prospect of dyirg befoie he was thirty-live suggests one, 
perhaps the greatest, deficiency in the standard ui living of that day. 

The Contribution of the State and of Philanthropy. Turning from 
certain general classes of goods or services which enter into the standard of 
living to the class provided by the state, we find that even at this period 
it included a wide range of things, though meager as compared with the 
situation today. Some, like defense and justice, were provided because of 
their essential character and because government was set up as the only 
practical means by which they could be secured; others were provided, 
often as a supplement to private action, because demanded by the currently 
dominant social ideals. Governmental activities varied greatly from the 
large cities to towns, rural districts, and the frontier where they were negligi- 
ble. Most lived under conditions where they were very slight. As the more 
important have been detailed in an early chapter, a summary statement to 
help round out the picture will suffice here. 

The performance of those functions commonly recognized as the duty 
of the state, ^sucli as providing for defense, the maintenance of law and 
order, protection of personal and property rights, and care for the poor, 
was fairly well carried out according to the standards of the day, except in 
the frontier regions. Road construction and maintenance were inadequate, 
so that overland travel and transport were difficult and costly. The per 
capita outlay as late as 1790 of only 1 cent a year for postal service suggests 
how meager this service must have been. In the colonies with an established 
church, its services were a function of the state. For education the state did 
almost nothing outside the meager provision in New England and such 
control of the instruction of the poor as was attempted elsewhere. Parochial 
schools and the few denominational colleges supplied most of the rest of 
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the schooling not obtained under private instruction. Obviously the per- 
centage of illiterates must have been very high. 

In the larger towns or cities, a wider range of governmental activities 
was not only necessary but economically more feasible. Public pumps pro- 
vided the only water not supplied through private initiative and, sewerage 
systems being unknown, the disposal of sewage, garbage, and refuse was a 
serious problem. Even in the cities only the most important streets were 
paved, and at night the wayfarer usually had to carry his own lantern. A 
citizen’s watch looked out for fires at night; volunteer companies manned 
the few fire engines available, and citizens formed in line to pass along 
their leather buckets of water, assuming water was at hand, though the 
supply was seldom adequate. The provision for public health, as previously 
indicated, was slight and that for public recreation nil. The insignificant 
contribution of local government to living is indicated by the per capita 
expenditure of New York City even in 1790 of only $1.87 a year — ^just one- 
hundredth of what it was in 1935. 

Leisure Time and Facilities for Its Use. The colonists enjoyed little 
leisure time, whether considered by the week, the year, or the lifetime. For 
most, labor from sunrise to sunset was customary and, where possible, it 
often continued into the evening hours. Though the pace was moderate, 
there was little relief for man or woman until the Sabbath intervened. Then, 
as far as possible, labor was commonly suspended, and among the stricter 
sects the day was given over largely to religious activities. Holidays during 
the year were few, and among the masses vacations were almost unknown. 
Nor did the course of the typical life provide much more in the way of 
leisure. For most children work began at a tender age, and play was reduced 
to a minimum; cultural education was given little time and vocational 
training commonly took the form of an apprenticeship. Full-time work 
once started generally continued till incapacity or death intervened. Among 
the well to do the children might start work later; the wives might have 
more leisure, though still performing many household duties; but these men 
also usually worked to the last. Thomas Cooper knew of but one gentleman 
of leisure in rich Philadelphia as late as 1793. b:ven the Southern planters, 
the nearest approach to a leisure class, found much that interfered with 
their sports and recreation. 

The facilities available for leisure-time use in the more cultural pursuits 
other than religious were very limited. Few possessed many books besides 
the Bible. Free public libraries were unknown, and such collections as that 
started in Philadelphia by Franklin or those in New York were available 
to few. Weekly newspapers existed in the larger places, but their cost was 
prohibitive for most; an enduring domestic magazine had yet to be founded. 
The first American novel was still to be written, and few English novels were 
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to be found. The little reading done by most was likely to be serious, pri- 
marily religious and secondly political in character with a sprinkling of 
the classics. The group that could be considered well read was small but 
notable. Theatrical productions, sometimes by foreign troupes, though 
still forbidden in Boston, could occasionally be seen in other cities; vocal or 
instrumental concerts were not uncommon. Art collections and museums 
were still in the future. Travel for any distance, except on business or to a 
new settlement, was rare; where water transport was not available, it was 
usually on horseback, though stages ran on the few great highways. A 
European trip for education was confined to the rirh and one for pleasure 
extremely rare, especially for women. 

For the less serious activities of leisure time, the chief reliance was on 
those of a noncommercial character. CLIidren with the time for them, en- 
gaged in sports and games not unlike those of today. Among adults dancing 
and card playing were widely indulged in when religious scruples did not 
check them, and picnics and drives also provided relaxation. Horse racing 
and cock fighting with the accompanying belting were especially popular 
in the South. Hunting and fishing prevailed generally, and in the North 
winter sports could be enjoyed. Taverns and, to a less extent, the country 
general store provided the mt>st popular social gathering centers for the 
men. In the purely rural districts, after-church visiting was common, and 
the work connected with house-raising, husking bees, and quilting bees 
was accompanied by social features. 

The Cost of Living. The few scattered facts available permit of only 
the crudest inferences as to the distribution of wealth and income or the 
cost of living at this period. The colonial men of wealth were mostly mer- 
chants, plantation owners, or holders of large landed estates. Although 
there was a substantial increase in the number and size of large fortunes 
in the quarter century ending in 1775, there were very few, if any, which 
then exceeded $500,000. Washington, considered one of the richest men of 
his time, left about that when he died in 1799 and probably had less in 
1775. In 1781, Gabriel Manigault of South Carolina, possibly the richest 
colonist, left an estate, including 490 slaves and 43,532 acres, valued at 
$845,000. Most of the land in great estates was relatively undeveloped and 
had only a speculative value. The years of the Revolution brought large 
gains to some, as well as heavy losses to others, and apparently mark the 
emergence of the millionaire class.^ 

Of the proportion of those making up the middle class we have no basis 
for judging, and we can only guess that, among the masses of laborers, 
artisans, and small farmers who owned homes, such property as they 
possessed was likely to range between $200 and $1,000 in value with an 

1 Possibly John Robinson of Virginia who died in 1766 should be ranked as a millionaire. 
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average of under $400. Of the total, real property made up much the greater 
portion. Of the small value of the personal property owned by most, the 
record of wills bears eloquent testimony. The care with which a silver spoon, 
a silk dress, a bed, a chest of drawers, or a head of livestock was bequeathed 
shows a society where scarcity made little things important. 

Concerning the cost of living there is equal uncertainty. Washington’s 
expenses while serving as President averaged nearly $27,000 for the years 
1790 -1792, but were doubtless greatly increased by his official responsibili- 
ties. At this date, Thomas Cooper “could not find on enquiry that the most 
expensive persons in Philadelphia and New York lived at an expense 
beyond £2,000 sterling a year.” Though it was said that a minister could 
enjoy a comfortable living in Boston on £100 a year about 1740, it would 
have required somewhat more by 1775. In 1768, the yearly expenses of a 
student at Princeton, including board at 65. 6rf. a week, lodging, firewood, 
candles, washing, and tuition, were estimated at £23-13-0 or about $63. 
The fact that wages of common labor were around 35 to 40 cents a day and 
those of artisans from 60 cents to $1.25 provides the safest basis for esti- 
mating the cost of living for the masses. Such workers, owning their home 
and probably getting some food from their garden, might be expected, 
assuming full employment, to have from $100 to $350 a year for what they 
had to buy and for any saving. On the more nearly self-sufficing farm, the 
actual cash outlay was probably between $20 and $50 a year. The cost of 
living at the bottom stratum is suggested by the fact that bids were made 
to supply board and lodging for the poor for a year at from £5 to £8 per 
person. 


THE STANDARD ABOUT 1860 ^ 

That the great economic development of the country between 1770 and 
1860 made possible a very substantial advance in the general standard of 
living of the people is unquestionable, even though the available data for 
the later period are still so far from adeejuate that most generalizations must 
be considered as tentative. 

Housing. For housing in frontier sections wherever timber was avail- 
able, the familiar log cabin was still in wide use, as it was also among the 
poor whites and slaves of the South, In Illinois in 1818, a two-room log 
cabin cost $50 and a barn $100. When settlers spread over sections of the 
prairie where trees were scarce, the sod house or dugout was likely to pro- 
vide the first type of abode, unless a near-by railroad brought in Eastern 
lumber. "Thick prairie sods piled on one another constituted the walls on 
top of which poles were spread and covered with sods. A strip of heavy 

* For this period I have drawn extensively on the doctoral thesis of my former student, 
Edgar W. Martin, “The Standard of Living in I860,’’ Chicago, 1942. 
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cloth or hide served for a door. If a good slope of ground was handy, a 
smaller dugout could be made, and its size increased by a sod extension. 
In the California gold diggings, fir bough shelters, canvas tents, and later 
rough plank lean-tos or cabins provided shelter. 

The great mass of the people living on farms or in towns and the out- 
skirts of cities dwelt in frame houses. In the state of New York in 1855 
three-quarters of the dwellings were of this type with an average value 
of $750; a seventh were of brick averaging nearly $5,400 in value; and 
nearly 7 per cent were still log cabins with an average value of $40. About 
1840, the much lighter balloon frame began to replace tb^ old heavy timbers 
with their expensive mortise and tenon joining, and the still earlier improve- 
ments in sawmills helped to cut the cost of lumber. The usi al structure was 
to stories high and contained from four to eight rooms of moderate 
size. Shingles and painted clapboards covered the exterior; the interior 
walls were plastered, and planks, usually of pine, covered the floors. 
Windows, now freely employed, h ^d larger pane« of glass set in a wooden 
frame that opened up and down instead of .utwa.'d. One, or perhaps two, 
brick chimneys provided outlets for the heating equipment. 

In the East in the early 18.>0’8, a small country cottage or farmhouse 
could be built for $200 to $500, a simple frame house of five to eight rooms 
for $350 to $1,000, and a more pretentious residence for $3,000 and upward. 
Lincoln’s substantial home in Springfield, which so many know in picture, 
was built in 1839 as a IJ^-story house, bought by him for $1,500 in 1844, 
and a full story added in 1856 at a cost of $1,300. 

In some of the larger cities or factory towns, the growing congestion had 
led to the rise of the tenement house, the evils of which appear to have been 
at their very worst around 1860. Philadelphia could still claim to be a city 
of homes. Conditions in Baltimore, Boston, and some of the mill towns were 
very bad, yet far surpassed in New York, where most of the great immigrant 
influx after 1845 had landed. In the country as a whole, fourteen out of 
fifteen dwellings were occupied by single families, and there were 5.53 
inhabitants per dwelling; in Boston this figure rose to 9.3 and in New York 
to 14.6. In the latter city in 1865, some 15,000 tenement houses sheltered 
nearly 500,000 people, over half the population, and 15,000 lived in cellars. 
Rent for a single room .ran from $4 to $7 a month, and it might be shared 
by more than one family. Never in the country’s history have the housing 
conditions been worse. 

By this time, the houses of the middle and upper classes in the larger 
cities were assuming a more modem appearance. Crowded together on 
narrow lots, often 20 feet, with a small open space in the rear, built of brick, 
frequently with a brownstone front, they were usually three stories high, 
and had an English basement. The rooms were high, commonly 10 to 12 
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feet, and apt to be dark. In the less crowded outskirts and towns, these 
groups built more commodious mansions set in spacious grounds, often 
with a stable and carriage house in the rear. Very few had both town and 
country houses. 

House Furnishing and Equipment. The chief gains in home comfort 
by this time came from the improvements in equipment and furnishings 
rather than from the structure of the dwelling. Among these, as far as 
general use was concerned, those for heating easily ranked first. From about 
1830 on, the use of the modern stove, buiming wood or coal and built for 
use as a kitchen range or designed for living-room heating, spread rapidly. 
The output of stoves rose from 25,000 in 1830 to 1,000,000 by 1860. The 
use of the great open hearth in the kitchen dwindled ; in the living room the 
fireplace opening was commonly blocked up. and the pipe from the stove 
set out from the wall might be carried through second-floor rooms to radiate 
some heat and mitigate the bedroom chill that still prevailed, except as 
warm air rose from below, sometimes through register holes cut in the floor. 
The cheerful heat of an open fire became either a luxury for the few or a 
necessity for those lacking stoves. Even the migrant to the frontier was 
likely to carry a cooking stove with him. 

For the well to do central heating was now available either in the more 
widely used form of the hot-air furnace or the steam or hot-water heater. 
Both required a cellar and so increased the tendency to extend this excava- 
tion under the whole of the house. Steam heating was used chiefly for large 
buildings, and 1846 is said to mark its first use in a hospital and a hotel, 
though in the latter only for the public rooms and not the bedrooms. Even 
in large buildings, its use was uncommon until after the Civil War. 

The advantages of plumbing, though largely confined to the city upper 
class, were also becoming available to this generation. Hot and cold running 
water for the kitchen, the washbasin, and the bathtub, together with the 
water closet, promoted health as well as comfort; but their cost and the 
scarcity of city water systems limited their use. Lacking such a system, an 
elevated house water tank might be used, generally filled with the aid of a 
pump, and sewage was usually carried off into an underground vault. A 
boiler tank attached to the kitchen stove provided the hot water, though a 
constant supply was seldom assured. The built-in bathtub was customarily 
of wood lined with metal. 

Hotels were apt to lead in the introduction of these as with many other 
innovations. The Tremont House, erected in Boston in 1829, and generally 
called the earliest modern, first-class hotel, had baths and water closets 
in the basement. Bathrooms off the upper hallways and occasionally 
attached to a private room first appeared in New York in 1844, but in the 
1850’s were usual in the best hotels. In private houses, however, such 
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facilities were available to but few. In 1856 in New York, less than 1,400 
baths and 10,400 water closets were connected with the city water system; 
Boston and Philadelphia were better equipped relatively; in Albany in 
1859, with 62,000 inhabitants there were 19 private baths and 160 water 
closets. It may be presumed that in small towns and on farms such equip- 
ment was practically unknown. 

In lighting also this period brought many improvements. First in rank 
was the lamp with a glass shade, which eliminated the flicker of the candle 
and gave a stronger light. First employed on Argand burners just before 
1800, the glass lamp was later developed for use with '’^hale, coal, or other 
oils. Camphene was also extensively used near the close of the period. The 
great era of the kerosene lamp started only with 1860; cendies continued 
in frequent use for many years longer, in the cities, gas became available, 
starting in Baltimore in 1816 and in Boston, Philadelphia, and New York 
soon afterward. By 1860, it was being produced in nearly 400 localities. At 
first it was used chiefly for street lightixig, then in public buildings and 
hotels, but rarely in the better homes until a^ter 1 840. Though gas cooking 
stoves had been devised, very few seemed to prefer them. Friction matches 
became available about 1827, selling at around three for 1 cent. Though 
matches were much cheaper and in wide use by 1850, many thrifty souls 
still rolled wastepaper into tapers to be used in carrying a flame from one 
place to another; in face, this practice was not uncommon two or three 
decades later. 

Of the other innovations in furnishings and equipment, only a few can 
be noted. Aided by the lathe and new types of saws, inexpensive factory- 
made furniture was obtainable, constructed of the cheaper woods and 
usually painted. For the better grades, walnut and rosewood were supplant- 
ing mahogany, and Victorian designs were replacing those of the Georgian 
and Empire periods. The advent of upholstered furniture and the spring 
bed added greatly to the comfort of such as could afford them; in the 1850’& 
hotels equipped with the latter felt it was worth advertising. About then, 
the product of the power loom provided relatively less expensive carpeting 
for the parlors and dining rooms of the middle and upper classes, but straw 
matting or rag rugs were more likely to be found in the bedrooms. Thanks 
to the cylinder printing press, wallpaper was brought within the means of 
most. Cheap cotton fabrics now served the masses for window curtains and 
in most homes displaced the more costly linen on beds and dining tables. 

For the tables of the masses cheap, heavy, queen’s ware, or crockery and 
glassware could be bought. Many used the varied domestic pressed-glass 
products turned out after the 1820’s, but the expensive fine china and 
porcelain had to be imported. In the 1850’8, the new electroplated ware was 
rapidly displacing Sheffield plate. Kitchen utensils of tin, stoneware, and 
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glass were replacing those of wood, copper, pewter, or gourd. The factory 
system of the Connecticut clockmakers turned out an excellent yet inex- 
pensive product which was in wide use. For the windows, roller shades 
could be bought, and for the much-needed protection against flies wire 
screens or the far cheaper cotton netting. Even then, netting to protect the 
food on the table was widely used. The rich could now replace the old 
spinet, melodion, or organ with a grand piano. Along with cross-stitch or 
painted mottoes, cheap colored prints might decorate the walls of the 
humblest; the more prosperous often had family portraits in crayon or oil 
or an oil landscape. The invention of the daguerreotype in 1839 marked the 
beginning of photography, which was rapidly developed in the 1850’s. 

Food and Drink. There seem to have been less striking changes in the 
people’s food between 1770 and 1860 than in the provision for many other 
needs. As the West was opened up and better transport facilities introduced, 
the surplus foodstuffs brought to the East or the South provided a greater 
abundance, especially of meat products. Cheaper transport and other 
developments reduced costs, notably in the case of such imported products 
as sugar, tea, coffee, and semitropical fruits. The advance in the methods 
of food preservation was very limited in the scope of its actual effects. 
Some increase in variety and abundance and in certain cases a reduction 
in cost, making a product available to the masses, were the chief gains. 

The main advance in food preservation came from a much more extensive 
use of ice, at least among the upper classes. Artificial ice was not manu- 
factured on a commercial basis until later, but in Northern towns and cities 
local companies were organized to cut ice, store it in sawdust-packed ice- 
houses, and distribute it through the summer. From about 1800 on, ice 
was shipped to Southern ports. In Boston 9 pounds of ice delivered daily 
for five summer months cost $5. In 1856, New York was said to use 300,000 
tons a year, St. Louis and Cincinnati 25,000, and Charleston and Mobile 
15,000. Refrigerators were now available for storage, but doubtless beyond 
the means of the poor. By this time, too, progressive Northern farmers 
were more commonly laying in a store of ice. Foreigners often commented 
upon the extensive use of ice, the frequency of ice cream, and especially 
the peculiar American fondness for ice-cold drinks. Presumably, however, 
little ice was used by the poor, especially in the South, and, except for 
oysters and fish, long-distance rail refrigeration service only developed in 
the 1870’s. 

The first commercial canning of food is supposed to have started in 
Boston in 1821, but there was little growth of the industry till after 1840 
when the region about Baltimore developed considerable canning of oysters 
and some canning of tomatoes and fruits. Perhaps 5 million cans of food 
were put up in 1860. Preserving was appreciably stimulated by the lower 
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price of sugar which was 8 to 10 cents a pound by 1860. For the preserva- 
tion of meat or fish, methods similar to those of earlier days were used, but 
were being applied on a large scale, chiefly to hogs, as the Western packing 
industry arose. 

Apparently few new food products were introduced during this period. 
Sorghum was added to the list of sweetenings, but the consumption of cane 
sugar rose to about 30 pounds per capita. Both tea and coffee were much 
cheaper and less likely to be adulterated, and coffee now fai* surpassed tea 
in popular favor. Similarly, whisky was displacing rum and, more slowly, 
beer replaced cider. Drinking, though still widespread, appreciably declined 
after the temperance movement of the ]820’s. The meat consumption, 
estimated at 178 pounds per capita for 1810, was high; pork in one form 
or another retained its predominance, but the proportions of beef and lamb 
in the total had risen while that of wild game had declined. Shipments of 
early vegetables and fruits from the South to Northern cities had started 
on a small scale before 1840 and ii creased by several months the season of 
their availability. Bananas had been added to tho list of imported fruits, 
and many foreign delicacies could be bought by the rich. 

How far these changes affected the actual meals set before different 
groups is largely a matter of surmise. In frontier and back-country sections 
a few more products from outside, such as sugar and cofl'ee, were likely to 
reach them, and the pioneer settler commonly required less time to obtain 
an adequate food supply from his farm. 

For the meals of the masses, the chief change seems to have been an 
increase in the variety of food and some gain in the proportion that was 
fresh. The frequency of the simple meal of bread and milk was greatly 
reduced, and mixtures such as stews and heavy soups, though still ex- 
tremely common, were somewhat less in evidence. The consumption of 
meat among the masses had greatly increased, and common laborers were 
likely to have it in one form or another at two, if not three, of their daily 
meals. To immigrants this was conclusive proof that they had reached a 
land of plenty. The far more common use of potatoes, and to a less extent 
of tomatoes, was in contrast with colonial days. Sugar, coffee, and butter 
were common elements in the laborer’s fare, and the use of wheat in place 
of corn in baking had greatly increased. Apparently the fare of plantation 
slaves remained much the same as in colonial times. Even at that it was 
said to be as substantial as that of most European laborers, and free workers 
in general undoubtedly fared far better than their foreign brothers. 

Travelers* accounts and hotel menus suggest that the meals of the upper 
classes provided the same marked abundance and still more variety than 
in colonial times. Hotels vied with one another in the wide range of choice 
offered their guests. Instead of having all the food placed on the table at 
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once, as in colonial inns, the better hotels introduced service under the 
menu system, and there was a trend toward attempts at a French cuisine 
which improved the cooking. In most hotels, the American plan still pre- 
vailed. In the cities, dinner continued to be served around 3 in the after- 
noon and supper about 7 in the evening. 

Clothing. The most noticeable changes in the clothing during this 
period were (1) the effects of the introduction of cheap cotton as a textile 
fiber and its displacement of most linen and not a few wool fabrics, (2) the 
effects of the reduced cost of textiles made in the new factories, (3) the 
beginning of the manufacture of ready-made clothing, chiefly men’s wear, 
(4) the shift in the fashion for men to simple and somber garb, (5) the much 
less obvious distinctions to be seen between the dress of the rich and that 
of those of moderate means or even those among the masses. 

On the extreme frontier, the dress of men still retained features of the 
earlier days but, along with that of women, it was increasingly made up 
of cheap cotton or wool fabrics and shoes from the factories of the East. 
After 1830, there was a rapid decline in the home production of all kinds 
of cloth, and by the 1850’s little remained. With its passing, cotton had 
generally displaced linen except for limited uses, chiefly among the upper 
class. Cotton flannel for underwear, except where warm wool seemed desir- 
able, rapidly grew in popularity. The advent of the circular knitting 
machine about this time also drove out another line of homemade products, 
especially hosiery. During the 1850’s, the use of the new sewing machine 
rapidly spread through the homes, but in the factories it was mainly em- 
ployed on cheap cotton workingmen’s clothing and overalls. After Good- 
year’s discovery of the process for vulcanizing rubber in 1 839, such things 
as rubber coats, suspenders, overshoes, and rubber boots came into general 
use. Though fabrics of silk were being reduced in cost, they still were 
luxuries. 

The change in the style and character of men’s attire between 1775 and 
1860, particularly in the upper class, was remarkable, not only for its 
revolutionary effect but also for the rapidity of its spread, since the chief 
alterations had been made before 1830. Outstanding was the replacing of 
the brilliantly colored silks, satins, and velvets together with the frills and 
braid by somber woolen cloth relieved only by the white of the frilled shirt 
showing above the low-cut waistcoat. Fine broadcloth was used for dress 
and coarser woolens for other purposes; in the 1830’s worsteds began to 
rise in favor. A brief return to a little color occurred in the brilliant velvet 
or cassimere waistcoat of the 1850’s. Soon after 1800, the cut of men’s 
suits began to assume a more modern form. Long trousers, at first rather 
close-fitting and later loose, began to replace knee breeches about 1812. 
For evening dress, the swallow-tailed coat with low-cut vest and expanse 
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of white shirt front came in. In daytime, the man of affairs wore the long- 
tailed black cutaway or later the Prince Albert and with it a tall beaver 
hat or possibly the broadbrimmed black felt of the South. In summer 
flannel trousers or a suit of linen or of light nankeen might be worn. For 
the common man when not at work, the short sack coat sufficed, while at 
his labors strong cotton jeans or a pair of overalls was donned. Until late 
in the period, when the modern collar and brighter ties first appeared, the 
upper class wore a stock, usually with a narrow black tie, about the neck. 
The trend toward democratic garb was also extended to treatment of the 
hair. Powder and curls disappeared first, and V)y the lC20’s the queue was 
also vanishing. By the 1850’s, moustaches and full beards or whiskers with 
various trims were generally popular. 

For the women of the upper class, bright-colored fabrics of silk were still 
used for dress occasions. A close fitting bodice or perhaps a sack was worn 
over a corset with a long silk skirt which, as the crinoline or hoop skirt 
and the Empress Eugenie styles tame into fashion in the 1850’s, attained 
enormous dimensions and was deci)rated ' .ith ilounces, fringes, or lace. 
For less formal wear, dresses of fine muslin or cambric were available and 
much use was made of crepe or cashmere shawls. Bonnets, Leghorn hats 
with big flopping brims, or the more fashionable small, flat, French hats 
were in vogue. The extravagance of the dress of a woman of fashion was 
frequently criticized, but the feature most likely to cause comment today 
was the enormous amount of material required, an amount including under- 
clothing with its many petticoats or skirts, which has been estimated at 
six or seven times the yardage now customary. 

For the vast majority of womenfolk, however, inexpensive grades of 
woolen and cotton fabrics, especially calicoes and ginghams or even some 
of the old linsey-woolsey, had to serve most purposes, and the garments 
were likely to be made up in the home, possibly with a seamstress’s aid. 
Yet even among this group, a much larger proportion than formerly became 
the proud possessors of a silk dress carefully saved for special occasions. 
An English traveler writing in 1859 observed that “all classes were well 
dressed” and that workers after finishing their day’s labor generally changed 
their garments and “were as neatly attired as those in higher stations.” 
Although the distinction in the dress of women of different classes was 
more marked than in the case of men, it was much less sharp and obvious 
than in 1770. Also the dress of the working classes was distinctly better 
than that of similar groups abroad. 

A fairly typical provision of clothing for the male slaves is said to have 
included a suit of coarse wool or mixed wool and cotton for winter and two 
cotton suits or perhaps trousers and gingham shirts for summer, two pairs 
of boots, three shirts, and a felt hat. The women received two dresses of 
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striped cotton, three shifts, two pairs of shoes, and a knitted sack. House 
servants, of course, were better fitted out. 

Medical Care and Public Health. The progress in providing medical 
care and protection of public health during this period was very moderate. 
Two score or more new medical schools had been opened by 1860, but the 
limited medical knowledge handicapped the training even in the best; 
most students learned as apprentices. After about 1835, states began to 
establish boards of medical examiners, but few were effective. The founding 
of the American Medical Association in 1847 was a landmark in the organ- 
ized effort to promote better medical practice. A growth in knowledge and 
skill was indicated by the appearance of more specialized practitioners such 
as surgeons, dentists, and opticians, though systematic training schools for 
nurses were still lacking. 

The 1860 census indicated that for every 100,000 people there were about 
175 doctors and surgeons, 26 nurses, 18 dentists, and 1 optician, showing 
only too clearly that most had to depend on the general practitioner for 
all kinds of medical service. Far too frequently, the doctor’s advice was 
either unavailable or unsought; people fell back on the traditional home 
remedies or used the patent medicines and various quack products that 
were sold in enormous quantities and with practically no legal hindrances 
at this period. Even the typical medical practice was such that in 1860 
Oliver Wendell Holmes declared that “if the whole materia medica, as now 
used, could be sunk to the bottom of the sea it would be all the better for 
mankind — and all the worse for the fishes.’’ 

Hospitals increased slowly, and as late as 1873 there were only 149 hos- 
pitals and allied institutions in the country, a third being for the insane. The 
35,000 beds provided about one for each 1,150 of the population. They 
were primarily designed for, and used by, the poor; few paid for treatment, 
and typically all who could afford it were cared for in their home. In most 
hospitals there was little or no segregation of those suffering from special 
types of ailment such as infectious disease or mental trouble, though a few 
specialized institutions, in addition to the insane asylums and pesthouses, 
had appeared. The larger cities had lying-in hospitals; a few had eye and 
ear hospitals; and there were several institutions for the care of the deaf, 
dumb, and blind. Outpatient departments were often maintained for the 
poor, and from about 1800 on dispensaries for their aid existed in the larger 
cities. The discovery of anesthetics, first used in a hospital in 1848, marked 
the beginning of a new era in the relief of human pain. 

Progress in the protection of public health was slight; in fact the modern 
public-health movement with its emphasis on prevention of disease only 
started, both here and abroad, in the late 1850’s. The first public-health 
organization of national scope was formed in 1857. The first state board of 
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health was created in Massachusetts in 1869. From about 1800 on, the 
larger cities began to establish something like boards of health, but their 
activities were limited and their actual authority slight. Some progress was 
made in the handling of garbage, keeping stre.ets cleaner, and strengthening 
the regulations governing the sale of food and the local markets. A few 
cities secured a public water system and a sewerage system serving at 
least a portion of their area; but what is called the first comprehensive 
system was adopted in Chicago just before 1860. 

Combating the many epidemics that continued to sweep through the 
cities was one of the chief activities of the local health ‘authorities. Vaccina- 
tion against smallpox, which had started in 1798, was accepted very slowly, 
and with minor exceptions, was not yet rompulsory ; but i* had substantially 
reduced the prevalence of that disease, jiy the 1850*8, epidemics of typhus 
fever were under fair control and those of cholera less severe, though in 
1849 over 5,000 had died of this disease in New York; even in the 1870’s, 
yellow fever might carry off the iahabitLiits of a city by ihe thousands. The 
meager medical achievement of this peri^ i is oest indicated by the fact 
that the expectation of life at birth (judged by Massachusetts figures) was 
increased only about 'I years between 1789 and 1855 and was just under 
40 years at the latter date. 

The Contribution of the State and of Philanthropy. During this 
I^eriod the agelong trend toward the expansion of governmental activities 
was least marked in the case of the Federal government, where it was 
checked by the dominance of the strict constructionist party. It was more 
in evidence in the states, though here, except for internal improvements, 
it was largely of a regulatory character. It was most marked in local 
government, though chiefly in the rising cities where both regulatory 
measures and those for supplying goods or services were rapidly expanded. 
There was also a substantial growth in private gifts to support religious, 
charitable, and cultural institutions. 

The essential functions of all government were carried out with fair 
efficiency according to the standards of the day. The frontiersman was 
still subject to scattered Indian attacks, and the rapidity with which 
Western settlements arose caused delay in providing a properly functioning 
government. Favored by its geographic isolation, its growing political 
power, the achievements of the Monroe Doctrine, and the policy of political 
isolation, the nation reduced the burden of defense to a minimum. 

Road construction and maintenance were left entirely to local govern- 
ments and were apt to be stinted, though the building of wooden bridges 
over all but the large streams marked a distinct gain. The postal service 
was rapidly extended, improved in quality, and rates greatly reduced. The 
former severe attitude toward crime and the treatment of criminals was 
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much modified under the influence of the penal reformers. Especially im- 
portant was the states’ general assumption of the responsibility for provid- 
ing free public schools; for secondary or advanced training they did little 
and the facilities provided by religious and philanthropic institutions were 
the chief reliance. On the other hand, following the complete disestablish- 
ment of all churches, the state had finally withdrawn from religious func- 
tions, and these were left to the various denominational organizations whose 
activities were strongly sectarian in character. 

The markedly increased activities of the cities were due chiefly to growing 
necessity, but in part to the rising spirit of democracy and humanitarianism. 
By 1860, some sixty-eight public water-supply systems supplemented the 
slightly greater number of private systems, the total having been almost 
doubled during the decade. Sewerage systems, usually inadequate, were 
practically confined to the large cities. Paved streets and sidewalks were 
more generally provided and commonly lighted at night, by gas if avail- 
able, otherwise by oil lanterns. By 1860, in at least two cities paid firemen 
had replaced volunteers and fire engines, hydrants, and hose were replacing 
the fire-bucket line. A fairly adequate police force provided better security 
for life and property. Municipal markets were common, though their regu- 
lation still left much to be desired. 

There were some 48,000 small, common, or Sunday-school libraries in the 
country in 1859 with 8 million volumes and 2,000 to 3,000 other libraries 
with some 4.3 million volumes, mostly in colleges or other institutions. The 
free, tape-supported public library was only just appearing. Some cities had 
created public parks but, except for the space thus provided, little was done 
to promote recreation. The Wadsworth Athenaeum of Hartford, Conn., 
opened in 1842, is said to have been the first building in the country devoted 
exclusively to art; public art museums were almost unknown in 1860. The 
Smithsonian Institution was organized in 1846. 

The best summary measure of the meager contribution of government 
to the standard of living in 1860 is provided by the per capita expenditure 
figures. In the city of New York, the outlay, including interest on the debt, 
was $10.52 per capita, almost six times greater than in 1790 but only an 
eighteenth of what it was in 1935. In Boston, the outlay in 1860 was nearly 
$20 per capita. The expenditure of the Federal government for the fiscal 
year 1860, excluding debt retirement, was $3.74 per capita; the total outlay 
of state and local governments has been estimated at $3 per capita. The 
total per capita for all units of government was around a fifteenth of the 
figure for 1936. 

With one church for every 580 inhabitants in 1860, the general provision 
for religious services, except in the less populous sections, was fairly ample, 
even if it did not meet the wants of all the numerous sects that had arisen. 
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The Sunday school was then a flourishing institution as well as the home 
and foreign mission society, and for many the church served as a great 
social center. Even to suggest the wide range of services provided by the 
many charitable and social service organizations of the time would be im- 
possible here. They represented a sacrifice, both of money and of personal 
service, which in the aggregate made a substantial contribution to human 
welfare. 

As fortunes grew, philanthropic gifts for various purposes increased, 
both in frequency and in size. Much the largest giver of whom we know 
before 1860 was Stephen Girard who in 1831 left ’^^^arly $7 million for 
public benefactions, most of it going to Girard College. Educational pur- 
poses attracted the largest gifts and were prominent among the donations 
of George Peabody, notably those for the Southern Education Fund which 
by the time of his death in 1869 amounted to $3 million and brought the 
total of his public gifts to nearly $9 million, a record up till then. Peter 
Cooper put $600,000 into the C^ooper Enion; Matthew Vassar founded 
Vassar College with $400,000; a like sum Com lohn Jacob Astor in 1848 
provided for the Astor Library Notable, because of the rarity of gifts in 
its field, was the bequest by William Corcoran of his art collection and a 
biiilding fund, though the re^uUing gallery in Washington was not opened 
till 1874. 

Leisure Time and Facilities for Its Use. That the growth in leisure 
time secured by 1860 appears to have been extremely moderate has been 
previously indicated. On the farms, where three-fifths of the people still 
labored, the hours from sunrise to sunset probably remained the usual 
working day with a little relief in winter. In the cities, a few crafts had a 
10-hour day, but for most city or factory workers from 65 to 70 hours a 
week was fairly typical. Prolonging the period of education brought the 
chief reduction in years free from work, but this was slight. It could still 
be said that, with a few exceptions, there was neither a leisure class nor 
any class that had much leisure. 

By 1860, ,the facilities available for the use of leisure time were much 
more varied than in 1775 and also more generally accessible. This was due 
chiefly to the far greater commercial organization of the activities catering 
to both the cultural and the less serious pursuits of leisure. That it now paid 
private business to do so much of this indicates the greater wealth and time 
available for such pursuits, especially in the large communities. 

Of the facilities for the more cultural pursuits, those for schooling have 
previously been noted. They are best summed up in the facts that the 
average American about 1860 was getting about 434 days of schooling, and 
even in 1870 a fifth of the population was illiterate. As far as the availability 
of reading matter could satisfy the general thirst for knowledge, so often 
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noted by foreign travelers, the situation had vastly improved. Far more 
important than the limited library facilities already mentioned, was the 
advent of abundant and cheap printed matter. Daily newspapers sold for 1 
or 2 cents a copy and their average total circulation in 1860 was about 1.5 
million copies. There were also nearly 3,400 weeklies, monthlies, and quar- 
terlies catering to a wide range of tastes. Book publishing had become an 
important industry, and in 1856 some $16 million worth of American books 
was sold, including many pirated from English authors, and $1 million 
worth of imported books. Anthony Trollope in 1860 could write of Ameri- 
cans that, “As consumers of literature they are certainly the most con- 
spicuous on earth. Where an English publisher contents himself with 
thousands of copies, an American publisher deals with ten thousands.” 

Lectures were at about the height of their popularity at this period, and 
men eminent in literature or science, both native and foreign, made exten- 
sive tours. Theatrical performances abounded in the larger cities, with 
admission charges from 25 cents up, and troupes toured through more 
moderate-sized communities. Although performances of a high character 
were given, the tendency was to appeal to the masses, and the vaudeville, 
variety show, magician, and Negro minstrels were extremely common. 
Foreign troupes offered a short season of grand opera in a few cities with 
admission from 25 cents to $1.50; singers like Jenny Lind or Adelina Patti 
could be heard in concerts; local organizations in some cities afforded orches- 
tral, chamber, and choral music; the New York Philharmonic Society gave 
the first professional symphony concert in 1842. The circus was making its 
annual round from the 1830’s on, and Barnum’s had started its famous 
career. A very few individuals had started art collections. 

Travel for pleasure and sight-seeing was now relatively easy, quick, and 
inexpensive, the railroad rates varying from 3 to 8 cents a mile, but was 
not much indulged in except for the frequent short excursions. Summer 
resorts such as Saratoga, Newport, or the Virginia Hot Springs had devel- 
oped and were well patronized by those of means. Trips to Europe were 
becoming a little more frequent among the upper class, but usually had 
specific educational objectives. 

Among the less serious leisure-time activities, nearly all those of any 
importance in earlier years still provided the chief forms of amusement. 
Horse racing, wrestling, and cockfighting were frowned upon in some places 
because of the betting connected with them. Athletic sports were beginning 
to receive more attention and among them baseball, started in 1839 (also 
dated in 1842), took the lead. Though not yet organized on a professional 
basis, intercity games were played, and by 1858 there was a league of some 
twenty-five clubs, while the first intercollegiate game occurred the next 
year. Rowing contests between colleges had started a few years earlier and 
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also football games. A great interest in fancy skating developed just before 
1860, and the recent influx of Germans led to the formation of a group of 
Turnvereins, Still athletic activities were very limited. Henry Adams, later 
writing of conditions about 1850, said, “Boston at that time offered few 
healthy resources for boys or men. . . . Sport as a pursuit was unknown.” 
In 1858, Oliver Wendell Holmes said, “I am satisfied that such a set of 
black-coated, stiff-jointed, soft-muscled, paste-complectioned youth as we 
can boast in our Atlantic cities never before sprang from loins of Anglo- 
Saxon lineage.” 

For the young ladies, no sport more vigorous than croquet was thought 
of, but they received lessons in dancing, music, drawing, and china paint- 
ing. Among the upper class, formal social calls were the order of the day. 
The men now had social clubs of their own as well as the fraternal orders 
which by then had a considerable membership. Sewing circles, reading 
clubs, and church social affairs provided for gatherings of the ladies. The 
saloon had generally displaced the tavern as the resort of drinkers and was 
widely patronized, despite the wave of locn^ opt *on and prohibition laws 
in the North after 1840, most of which proved ineffective or were repealed. 
In the rural sections, the old type of social gathering still prevailed, but as 
population grew and roads improved, the isolation was modified by more 
frequent gatherings at church functions, drives to the county seat, or trips 
to the agricultural fairs. 

The Cost of Living and Distribution of Wealth. Data concerning the 
cost of living and the distribution of wealth just before 1860 are so scattered 
that any generalizations must be uncertain. The Civil War wrought such 
marked changes in prices and in wealth or income distribution that data 
for the years after 1860 may not rellect what was typical just before that date. 

That the period between 1770 and 1860 witnessed a rapid increase in the 
number and size of large fortunes is clear. The first millionaires probably 
emerged from the revolutionary struggle, and we can safely assume that- 
large fortunes grew at an unusually rapid rate between about 1795 and 
1807. Not a few of those added in the speculative 1830’s disappeared in the 
crash that followed, but the golden 1850’s must have added many more. 
Much the largest fortune of which we know previous to 1860 was that of 
John Jacob Astor who left some $20 million when he died in 1848; Nicholas 
Longworth left about $13 million in 1863. Previously, the estate of around 
$8 million left by Stephen Girard in 1831 appears to have been the largest. 
One journal asserted that around 1843 there were not five men in the 
country worth $5 million and not twenty worth over $1 million. About 
1850, various estimators ranked 25 men in New York, 18 in Boston, and 
9 in Philadelphia as millionaires; but few were credited with over $2 million. 
A few years later another estimate for New York listed 91. How many 
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Southern planters would have ranked in this class we do not know, but 
probably very few. The 2,300 families owning 100 or more slaves in 1860 
suggests the number of Southerners having considerable wealth. 

Since they provide the only comprehensive data obtainable, the income 
tax returns are important, despite the limitations arising from the Civil 
War changes, evasion, and the omission from taxable income of various 
items, including dividends or interest received from banks, trust companies, 
savings institutions, insurance companies, and railroads, which were taxed 
at the source. For the fairly prosperous year 1870, there were 276,000 
returns of taxable income of $1,000 or more. Over 9,000 showed taxable 
incomes above $11,000; 44,700 incomes from over $3,000 to $11,000; nearly 
41,000 incomes from over $2,000 to $3,000; and the remainder, two-thirds 
of the total, had taxable incomes between $1,000 and $2,000. The striking 
thing is the small number with enough taxable income to make a return, 
but it is also to be noted that these returns seem to indicate a greater con- 
centration of income than has prevailed in the country during the past 
quarter century. 

The cost of living for different classes at this period has to be inferred 
from what we know of their incomes, supplemented by scattered facts 
concerning the cost of food and shelter. As the upper class did most of the 
saving, we may surmise that an outlay of much over $10,000 was not 
common among the rich, but it doubtless rose much higher in a few cases; 
the outlay of most in that class probably fell between $5,000 and $10,000. 
Though where to draw the line is an arbitrary choice, the outlay of what 
may be considered the middle class probably included the range from $800 
to $5,000 with a possible median around $1,200 to $1,500. With wages of 
common labor at $1 to $1.25 a day and of skilled labor at $1.50 to $2.25, 
we have more definite limits within which to estimate the outlay of the 
laboring class, which may be set at between $200 and $800. The wages of 
women were relatively low, in the East often $3 to $5 a week, and for 
domestic servants $6 to $10 a month. 

The cost of food and housing accommodation probably constituted from 
70 to 90 per cent of the total outlay of the vast majority. At the best hotels, 
board and lodging were $2 to $2.50 a day with much lower rates by the 
month; at small hotels and country inns, rates of $1 to $1.50 a day were 
common. In most city boardinghouses, charges ranged from $2.50 to $6 a 
week, though the best might ask up to $12, and in smaller localities they 
were lower. Students in the academies or colleges might pay $2 to $5 a 
week. The poor could obtain such accommodations by the year at from 
$50 to $150. Despite the decline in the variety of products turned out in 
the rural household, it is probable that the cash outlay of most farmers was 
between $50 and $250 a year. 
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THE STANDARD ABOUT 1930 

The fairly comprehensive statistical data now available make possible a 
much more accurate idea of the standard of living in recent years than could 
be secured for the earlier periods. However, there is less need for elaborating 
upon this, since everybody knows the standard of his own economic group 
and at least something, though commonly not very much, of that of other 
groups. Yet few of the present generation fully appreciate the remarkable 
gains that have been made in the period since 1860. Thus the main purpose 
of the following account is to make clear what the chief of these gains have 
been, for in no similar period of time has the advance made in the standard 
of living been so great or so widely diffused. Though some of the data given 
will relate to the years of depression, the intention is to portray conditions 
that were fairly typical of normal times. 

Housing. The chief change in the character of people’s dwellings during 
this period was largely a product of the shift of population from rural to 
urban centers and the growth of great cities. 'T'hough the log cabin lingered 
in parts of the South, elsew here dwellings typical of the frontier had gone. 
The structures built by the most poverty-stricken, whether on farms or 
city outskirts, were crude plank shanties. The frame house typical of farms, 
towns, and city outskirts had not greatly altered in its essential features. 
Commonly from 1 to stories high, it showed a trend toward gi*eater 
compactness; rooms were smaller and ceilings 1 or 2 feet lower. Although 
the brick chimney remained, cement was commonly used f(;r the founda- 
tion and other purposes, and manufactured roofing material was driving 
out wooden shingles. Better insulation of walls and roof was introduced 
along with various types of manufactured wallboard. An adjoining or 
near-by garage became common. 

In large cities, ordinances now required fireproof construction, at least 
in most sections. Here the more recently built homes were 1-, 2-, or 3-story 
brick structures stretching back on narrow lots to a small open space in 
the rear, often with one apartment to a story. The drive against the worst 
features of the tenement house, starting in New York in the 1860’s, slowly 
spread to other cities, greatly lessened these evils, though much still remains 
to be done. As choice residential sites rose in value, there was more pressure 
to erect taller buildings, six to eight stories being about the maximum in 
1860. This was made possible by the advent of the elevator, first used for 
passengers in 1859, and by resorting to steel frame construction starting 
about 1890. 

Out of this arose the modem skyscraper hotel, office, and apartment 
structures which became so numerous in the building boom of the 1920’s. 
Luxurious apartments became the city dwelling of a growing proportion 
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of the rich ; others chose to build elaborate mansions the cost of which might 
run into the millions. Increasingly the city dwelling was supplemented by a 
near-by country estate or more distant summer and winter homes. Even 
among the middle class, a summer home, ranging in character from a camp 
cabin to a cottage or an abandoned farm, and located in an attractive 
natural environment, became fairly common. 

Fortunately the census now provides comprehensive data concerning 
housing. In 1940, about a fifth of the total of 34.8 million dwelling units 
occupied was on farms, another fifth was rural nonfarm, and the remainder 
was urban. Two-thirds of all dwelling units were single family structures, 
but in urban localities alone just under one half. The owner-occupied dwell- 
ing units in urban centers had a median value of $3,501 and the rural non- 
farm units a median value of $1,715. In these two groups combined, 33 
per cent were valued at less than $2,000, 43 per cent from $2,000 to $4,999, 
and only 4.5 per cent at $10,000 or more. Of all dwelling units, 44 per 
cent were owner occupied, but in urban centers alone only 37 per cent. 
The former figure compares with 48 per cent for 1890, and that for 1860 
must have been appreciably higher. The period evidently saw a distinct 
decline in home ownership and, not being by any means confined to the 
poorer classes, this must be due partly to a decreased desire for such owner- 
ship. However, prosperous times and government aid in financing raised 
owner-occupation to 55 per cent of all dwelling units in 1947. Of all urban 
and rural nonfarm dwelling units occupied by tenants in 1940, 45 per cent 
rented for less than $20 a month, nearly 40 per cent from $20 to $39 a 
month, and only 1.4 per cent for $100 or more. Of all residential structures, 
82 per cent were of wood, over 11 per cent of brick, and over 4 per cent 
of stucco, but in urban localities alone these figures were 71, 20, and 6 per 
cent, respectively. In 1940, the population per dwelling unit occupied was 
3.78 as compared with 4.93 in 1890. The median number of rooms per 
dwelling unit in 1940 was 4.73, and in only a fifth of the units was there 
more than one person per room. The median age of all units was 25 years. 

House Furnishing and Equipment. As during the preceding period, 
the greatest improvement in housing conditions came from better equip- 
ment and furnishings and their more general diffusion, at least among 
urban homes, for those in rural districts did not share proportionately in 
many gains. By 1940, central heating was provided in 42 per cent of the 
occupied dwelling units and in 58 per cent of those in urban districts; nearly 
47 per cent depended on stoves, chiefly those occupied by the poor or 
those in mild climates and in rural regions generally. Nearly 55 per cent 
of all occupied units used coal or coke for fuel, 23 per cent wood, 11 per 
cent gas, and nearly 9 per cent oil. The rapid spread of central-heating 
systems operated with greater ease and efficiency was one of the greatest 
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gains. The new fuels, such as oil and gas, and automatic devices for control 
substantially reduced the cares of the householder. Though few could as 
yet afford it, air conditioning marked the beginning of another step in 
advance. 

Important for both health and comfort was the greatly increased use 
of modem plumbing, though its usual dependence on water and sewage 
systems meant that it was mainly confined to urban homes. The rapid 
spread of electricity through urban areas from the 1880’s on brought to 
the home not only light but also power and heat. For lighting, where avail- 
able, it quickly displaced gas and the bothersome k#»Tasene lamp; as power 
it drove washing machines, vacuum cleaners, sewing machines, dishwashers, 
or refrigerators with infinite saving in household toil; and it supplied heat 
for numerous gadgets from the stove, flatiron, toaster, and room heater to 
the curling iron. Gas, aided by the abundant natural gas output and pipe 
lines, secured a dominant position in cooking in urban regions and a growing 
use for several other household needs. The outlay for this new equipment 
for heating, plumbing, and lighting wa*; no small factor in the increased 
cost of dwellings. 

How generally these improvements have been installed is shown by the 
1940 census figures. In urban dwelling units, 96 per cent had electricity, 
91 per cent indoor flush toilets, 92 per cent baths or showers, 73 per cent 
gas for cooking, 58 per cent central heating, 56 per cent mechanical refrig- 
eration, and 5 per cent electric cooking. But in the case of rural farms the 
situation was far less satisfactory for there only 18 per cent had running 
water in the dwelling and 11 per cent pumps, 12 per cent had a bathtub and 
11 per cent indoor flush toilets, 31 per cent had electricity, 15 per cent 
‘mechanical refrigeration, 10 per cent central heating, and for cooking nearly 
4 per cent had gas and under 3 per cent electricity. Subsequently, as else- 
where noted, the farm uses of electricity greatly increased. For rural non- 
farm dwelling units, the general situation was somewhere between the farm 
and the urban conditions. 

The changes wrought in housefurnishings, even if outwardly striking, 
were of far less human significance. Outstanding was the tendency to make 
rooms more livable and the furniture more comfortable and to secure a 
more general dispersion of these benefits among the masses. Upholstered 
furniture was much more widely used and beds made easier. The signifi- 
cantly named “living room” replaced the stiff, dark parlor; color tones 
became much lighter, and increasingly sunlight was sought rather than 
excluded. Hardwood floors covered with rugs or easily removable carpeting 
came into favor and were employed in most rooms while tile and linoleum 
might be chosen for bathroom and kitchen. On the table, attractive but 
inexpensive china and glassware replaced the coarse heavy products of 
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former days. Lighter and brighter draperies were popular. Pianos became a 
much more common possession, nearly 6 million being in use, phonographs 
were numerous, and by 1947 over 94 per cent of the dwelling units had a 
radio. By 1948, television was rapidly spreading, and it was expected that 
800,000 receiving sets would be in use before the year ended. A modern 
kitchen with its equipment would seem a veritable earthly paradise to the 
housewife of olden days. 

FcmmI and Drink. As regards food, the chief gains arose less from greater 
abundance than from greater variety obtainable through the year, the 
marked improvement in diet due to the study of nutrition, and the ever- 
widening use of the knowledge thus provided. Greater variety was secured 
chiefly by better and cheaper facilities for the transport and preservation 
of food. The manufacture of artificial ice, starting early in the period, and 
its final extension to the home were important landmarks in this advance. 
Refrigeration for long-distance transport, both by land and by sea, starting 
in the 1870’s was another. The canning industry received a great impetus 
from the Civil War and thereafter expanded rapidly, aided by the study of 
food chemistry and the greatly lowered cost of tin and glass containers. 
Soon an endless variety of food products was made available in this con- 
venient form. As early as 1917, a survey indicated that a quarter of the out- 
lay for vegetables and a fifth of that for fruits were for canned products. 
By 1942, civilians consumed 278 million cases of canned fruits, juices, and 
vegetables. Meanwhile refrigerated transport and, very recently, new 
freezing processes were making fresh meat, fish, vegetables, and fruit more 
generally obtainable through most, if not all, seasons of the year. 

The characteristics of the meals eaten were also changed by other 
developments, such as the decreased proportion of physical work done and 
the rising proportion of urban dwellers. Though most of the meat consumed 
was now fresh, its use per capita of 141 pounds in 1940 was about an eighth 
less than a generation earlier. Of the total, lamb and mutton made up less 
than 7 pounds, veal a trifle more, beef nearly 55 pounds, and pork 72 
pounds. The consumption of fish was probably around 13 pounds per capita. 
The consumption of cereal products had also decreased, but that of poultry 
and dairy products, vegetables, and fruits had risen, along with the use of 
cheaper substitutes for butter and lard. Notable was the rise in the use 
of sugar in all forms to above 100 pounds per capita, or over three times 
that in 1860, while the use of coffee doubled, reaching 13 pounds. The use 
of tea — ^less than 1 pound per capita — showed little change, but that of 
cocoa or chocolate in various forms rose rapidly. 

The persistent temperance agitation brought some decline in excessive 
drinking, though in 1940 the per capita consumption of alcoholic beverages 
was estimated at almost 14 gallons and the per capita annual outlay there- 
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fore at $25, the total being $3.3 billion, a sum which then ranked with 
the total outlay, both public and private, for medical care or that for 
education. By 1946, the outlay for alcoholic beverages had risen to nearly 
$9 billion, due chiefly to increased taxes. Malt liquors, chiefly beer, the 
consumption of which was 12 gallons per capita in 1940, became by far 
the most widely used, and whisky remained the favorite among hard 
liquors. Manufactured nonalcoholic beverages attained an enormous sale. 
Increasing governmental regulation checked the worst evils in the adultera- 
tion or the sale of deleterious foods and drinks. 

Altered conditions of work and living also wr:’^ght other changes in 
meals, though chiefly in urban sections Except for those doing hard physi- 
cal work, breakfast became a much liirhfer meal from which meat, possibly 
excepting a bit of bjtcon, was apt to disappear. The heavy meal of the day 
was shifted to the evening and a midday luncheon took its place. This also 
tended to become relatively light: for many a hurried sandwich and drink 
at a lunch counter, for laborers wha», they brought from home in a lunch 
p;dl; for the upper class also a moderate ^ election of light foods. The evening 
dinner after work was over became the substantial meal of the day for 
most urban dwellers, this too, especially among those of means, was likely 
to be siinpler and hghter, 'hough more appetizing, than formerly. In cities, 
with the growing lendency to reduce homework and the increased employ- 
ment of women, theie was a decided growth in the number of people eating 
in restaurants. 

Despite the marked gains, it was said in 1940 that about a third of the 
population was not getting the kind and the amount of food necessary for 
strength and health. This was attributable chiefly to lack of means for 
buying the requisite amount of dairy products, fruits, and vegetables, but 
also to uneconomical buying, lack of intelligent dietary planning, and poor 
preparation of meals. However, by 1947, with rising income among the 
masses, a decided improvement over the prewar level had been attained, 
the greatest gains being an increase of from one- to two-fifths in the total 
consumption of fresh milk and cream, meat, eggs, canned fruit, and canned 
vegetables, in rising order. 

Clothing. As the clothing commonly worn by various economic groups 
today is sufficiently familiar to most to obviate any need for much descrip- 
tion here, only the more significant changes since 1860 need be noted. One 
of the most striking was the great increase in the use of silk fabrics among 
the masses up to about 1930 when rayon came in, only partly due to a 
substantial reduction in their cost. Another was the rapid growth in the 
proportion of clothing that was bought ready-made — a shift particularly 
marked in the case of women’s wear and by no means confined to the 
purchases of the lower class. The yardage required for women’s apparel 
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was but a small fraction of what it had been in 1860, a change of substantial 
importance in reducing its cost. This gain was somewhat offset by the more 
frequent purchase of new dresses as the tendency to follow changing 
fashions became common among the lower classes. There was also a great 
growth in the various services provided by the beauty parlor, which was 
used by nearly all classes of urban women. For men, after about 1920, 
there was a distinct decline in the use of more formal dress, and a gain in 
comfort for summer wear with the introduction of light fabrics made of 
cotton or rayon as substitutes for wool. 

These various changes largely dispelled the more obvious and striking 
distinctions in the dress of the different classes, so marked in former times, 
especially in the colonial period. Differences in the quality of goods, excel- 
lence of fit, and refinements of style of course remained, and the wardrobe 
of the well to do was far more varied and extensive than that of the masses; 
yet without close observation the street garb of a young man or woman 
dependent on a very moderate wage might appear very similar to that of 
scions of the wealthy families. Though much less marked, such changes were 
also in evidence in the rural region. 

Medical Care and Public Health. In the field of medical care, this 
period brought a phenomenal advance, perhaps greater than in all previous 
history; certainly it was one of the most important gains, if not the most 
important, made in raising the standard of living. Basically, this gain was 
the combined product of scientific advance and growing wealth, for wealth 
was given for medical research as never before, and it required a very large 
sum to provide the medical care to put this scientific knowledge into gen- 
eral use. The discoveries of Pasteur and the subsequent development of 
bacteriology were revolutionary in their effects since, by establishing the 
causes of various diseases and promoting better methods of treatment, it 
was possible to attack disease at its source and to check its spread. One 
after another leprosy, tuberculosis, yellow fever, cholera, smallpox, diph- 
theria, malaria, hookworm, and syphilis were thus put under more effective 
control. 

The work of Lister and others in the prevention of infection, along with 
vastly improved means for diagnosis and the discovery of better anesthetics, 
helped to cut the fatalities in major operations from 50 to 60 per cent to 
between 5 and 10 per cent. Among many other gains those in dentistry and 
the treatment of mental or nervous diseases may be mentioned. Medical 
schools advanced correspondingly and took over the training of doctors in 
cooperation with hospital clinics. From about 1875 on, the states began to 
enforce higher standards, and by 1900 a marked improvement had been 
secured. Regular hospital training for nurses started in 1873 and was 
rapidly extended. By 1940, there was one doctor for every 796 in the 
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population, or about twice the proportion in the chief countries of western 
Europe, and specialists were more widely available than ever. 

Besides the resulting gain in quality of hospital care, the growth of 
hospitals and the services that they rendered was also important. By 1942, 
there were 6,150 registered hospitals with a total of over 1,365,000 beds, or 
nearly 9 per 1,000 of population, and nine times the ratio for 1870. They 
represented in 1935 an investment of some $3 billion and involved a yearly 
operating outlay of $750 million. In 1937, the hospitals gave over 9 million 
patients 350 million days’ care. In addition, over 2,400 hospitals maintained 
outpatient and clinic departments. After about 1875 the old attitude that 
hospitals were only for the poor became completely reversed and all classes 
sought their services. Recently 45 per cent of their operating cost was met 
by patients’ fees, 47 per cent by taxes, and the rest by endowment or other 
sources. 

The total consumer outlay for medical care of all kinds, about 1935, 
was estimated at $2.2 billion, in addition to which governmental and private 
institutions spent some $650 million, making the total per capita outlay 
$23. This is below the minimum cost for adequate care even when purchased 
on a group basis, a plan that is rapidly spreading. By 1948, the Blue Cross 
Plan for meeting hospital bills covered 30 million, and other group plans 
covered almost as many more. One estimate placed the cost of proper 
care (excluding dentistry and medical supplies) on the fee for service basis 
at $75 per capita in 1936, or more than three times the 1935 outlay. Despite 
the recent great gains, it is obvious that this field offers one of the greatest 
openings for future improvement. 

Growing scientific knowledge and greater concern as to existing evils 
gave a marked impetus to the public-health and hygiene movement, which 
was only just getting under way in 1860. New York started a health depart- 
ment in 1866, Chicago in 1867, and by 1873 thirty-two cities had one. The 
first state board of health was founded in Massachusetts in 1869, by 1886 
thirty-six other states had acted similarly, and now one exists in every state. 
In 1872, the American Public Health Association was formed and in 1912 
the United States Public Health Service, the activities of which have since 
been greatly expanded. By 1942, full-time county health units served 
three-quarters of the population. After the 1870’s, when several serious 
outbreaks occurred, the ravages of the old plagues almost ceased. Increas- 
ingly, the emphasis in the activities of health officials was shifted from 
quarantine and alleviative measures to sanitation, safeguarding of food, and 
other preventive regulations. 

Although the contribution of better medical care and public-health 
activities toward a higher standard of living in the form of relief of human 
suffering and misery cannot be measured, it must have been very great. 




874 


END OF THE FRONTIER*, RISE OF CAPITALISM 


That which took the form of the prolongation of human life can be meas- 
ured, and it provides the surest proof of the remarkable achievements of 
the period in this field of effort. In 1860, the expectation of life at birth 
was about 40 years; a moderate gain raised it to 45 years around 1900; 
thereafter the cumulative effects of many improvements brought a remark- 
able advance until the child bom in 1946 could, on the average, look for- 
ward to a life of 65 years. The increase during this period in the expectancy 
of life of 25 years, or over 62 per cent, far exceeds in rate anything in pre- 
vious history. 

The Contribution of the State and of Philanthropy. Since the 
expansion of governmental activities has been covered previously, it will 
suffice here to summarize those chiefly significant for their contribution to 
the standard of living. In so far as the Federal government broadened its 
activities, it was chiefly to give additional financial aid for functions inade- 
quately provided for by state and local governments. This was facilitated 
by the steady decline of the opposition based on a strict construction of 
the Constitution and a more liberal interpretation of that document by 
the Supreme Court. Limiting the list to goods or services provided that 
were important for consumption purposes, we may note those for highways, 
education, recreation, health, child welfare, social security, and relief. The 
expansion of state activities in this field, largely supplementing what was 
done by local authorities, took much the same direction. Highway construc- 
tion, education, notably in the secondary and college fields, public health, 
including care of the insane, and, in the 1930’s, relief were prominent among 
the things for which provision was made. 

As previously, however, it was among the local units of government and 
chiefly in the larger cities that the greatest growth of such activities oc- 
curred. The facilities for free education were expanded to include high 
school, night school, vocational schools, and sometimes college. Streets 
were improved, better lighted and cleaned, their traffic was controlled, and 
garbage removal became common. Public water and sewerage systems 
were widely built and not infrequently an electric-light and power plant. 
The growing provision for care of the sick and protection of health was sup- 
plemented by a great extension of the facilities for recreation and amusement. 
Public support of libraries became common and was sometimes extended 
to art museums and music. 

Since the increase in the cost of tax-supported activities was due very 
largely to the growing outlay for goods and services contributing to con- 
sumers* needs, the rise in per capita governmental expenditures or in the 
taxes collected well suggests the expansion of such activities during this 
period. Thus in New York City the per capita expenditure of $189 in 1935 
was about eighteen times that in 1860. In 1940 Federal, state, and local 
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taxes amounted to $109 per capita or nearly sixteen times the estimated 
figure for 1860. Previous to 19 10, total taxes were taking around a fifth of 
the national income, and the added public outlay based on borrowed funds 
increased the total to nearly a quarter. Thus the character of governmental 
activities and expenditures has been made* an inq)ortant factor in the cur- 
rent standard of living. 

Moreover, a major feature of that importance is the effect of the com- 
bined action of the system of taxation and the forms of expenditure in 
determining what groups pay for, and what groups receive the benefit of, 
the resulting ciontributioii to the standard of living. To the extent that the 
taxing system has been progressive in character, it has served to raise the 
standard of living of the masses at the expense of the well to do, while the 
growing outlay of governmentai u uts has tended to ensure the use of a 
larger portion of the national income for }>urposes deemed vital in promot- 
ing social welfare. 

A similar result has followed from the remarkable increase in the number 
and size of private gifts for publici purposes. As private fortunes grew in 
size, gifts by single individuals totaling $100 million and upward became 
more frequent than those (d‘ $500,000 <'r more had been before 1860. The 
known total of public gifts made by John D. Rockefeller was over $530 
million, and those of A.ndrew ("arnegie were $350 million. The practice of 
establishing foundations, which may be said to have been started by George 
Peabody in 1867, became common, and in 1915 over 500 were known to 
exist with a capital fund estimated at over $1.8 billion. 

The community-chest plan, started in Cleveland in 1913, gathers smaller 
gifts from a large luuiiber of people and also promotes a better coordinated 
distribution of their Uvse. Nearly 500 of these organizations in 1938 obtained 
$83 million from some 9 million contributors, and in 1915 over $200 million 
was secured. Local charily organization societies became a common medium 
through which many subscribers provide discriminating assistance to those 
in distress, and innumerable charities were established for specialized pur- 
poses. Philanthropic gifts were chiefly for purposes of education, health, 
charities, libraries, scienlilic research, and promotion of the arts. Gifts to 
religious institutions were also numerous and the churches, although con- 
tinuing their customary services, showed a marked tendency to put more 
stress on social welfare in their activities and less on sectarianism. 

Leisure Time and the Facilities for Its Use. Probably to be ranked 
next in importance to better medical care as a contribution to the standard 
of living during this period, was the great increase in leisure time. By 
1930, something like 20 hours a week had been added to the leisure time 
of the average man since 1860. The following depression brought another 
gain and by 1910, when the census showed that half of all the wage and 
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salary workers labored 40 hours or le,ss per week, it represented a further 
gain of 5 or more hours. Thus the total gain may be estimated as equal to 
about days of labor in 1860. The gain was not equally distributed, 
however, for on the farms over 52 hours a week prevailed as against 72 in 
1860, while in manufacturing the 1940 average was .18 hours; also, in gen- 
eral, the intensity of work had been substantially increased. Meanwhile the 
days of work per year had been cut by added holidays, by the growth 
among the upper class of the habit of taking one or more vacations, and 
by the spread of the custom of granting vacations of 1 lo 4 weeks to em- 
ployees. Another and much greater addition to leisure came through the 
reduction in the years of life devoted to work. With the prolongation of 
the period of education, the average child did not start full-time work till 
between sixteen and eighteen years of age; for a growing prof)ortion, this 
period was substantially prolonged. Finally, as retirement before death 
became more common, leisure was procured for the last of life. The recent 
social security legislation together with other pension systems greatly 
increases the number that will be financially able t o retire. 

The total of all these additions to leisure time represented a remarkable 
achievement. It also greatly accentuated the problem as to the best use 
of that time and the need for facilities for such use. The common assertion 
that Americans have so generally devoted themselves to money getting 
that they do not know how to use their money and their leisure wisely 
when they have secured them, though less true today than formerly, still 
finds far too much justification. 

That such a growth in leisure time combined with a rising per capita 
income, should result in a marked expansion of the facilities provided for 
the use of leisure time was to be expected; as was also the tendency toward 
the commercial organization of those engaged in offering such facilities, 
especially those used in the less cultural pursuits. For the more cultural 
pursuits, there was less eifective economic demand, but more frequent 
provision by the state or by private philanthropy. 

Among the latter class, the/acilities for education have ])reviously been 
noted. In 1940, the average American twenty-five years of age and over 
had had over 8 years of formal schooling, or about four times as much as 
those living in 1860, and those then of school age were getting on the average 
several years more. The reduction in illiteracy from 20 per cent of the popu- 
lation in 1870 to 4 per cent by 1930 obviously meant a great gain for those 
able to profit from the increased facilit ies for reading. Around 1935, there 
were over 6,200 public libraries in the country, where, it was estimated, 
about one in five of the population was a registered borrower. Their total 
circulation was some 450 million and the operating expenses 37 cents per 
capita. Still, 37 per cent of the population, almost all in rural regions, was 
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said to be without library facilities. Reading matter in the form of news- 
papers, magazines, and books has been put out in a steadily rising volume. 
Newspapers are estimated to reach 90 per cent of the reading population 
and magazines 45 per cent. The sales value of the output of these three 
groups in 1939 was over $700 million. 

Lectures, if somewhat less popular than formerly, are still extensively 
attended. The theater has lost some ground, especially among the masses, 
before the astounding rise of the movies which have over 90 million admis- 
sions a week and provide regular entertainment to the smaller communities 
that never had any before. Permanent opera organizations with the world’s 
best talent are maintained in two or three cities and appear elsewhere on 
tours. Several cities sustain symphony orchestras, and musical recitals are 
more frequent than ever. 

The rise of the modern public art museum may be said to date from 1870 
when both New York and Boston took the step of organization. Growth 
was slow, being dependent largely on priv^ate support, but today a score 
or two of fairly comprehensive museums exist, and less pretentious collec- 
tions may be found in over a hundred other places. Some men of wealth 
accumulated magnilicent cx)llections, many of which ultimately were made 
available to the public in one form or another, while a growing number 
among those of moderate means found joy in the most moderate assem- 
blage. By 1930, there were also over 400 historical museums and 150 
devoted to science or industry. The increase of both leisure and wealth 
proved a great stimulus to the collecting spirit, which found an outlet in 
all sorts of hobbies from antiquas to postage stamps. 

Particularly important for Iheir reactions upon the use of leisure were 
the radio and the automobile, partly because of the amount of time they 
were used, partly because their advantages were available to most of the 
large group living in rural regions, as was not the case with many of the 
other innovations of the period. The variety of the radio programs was 
another advantage, and there was also the possibility of listening to them 
while engaged in various other activities, notably work about the home. 
By 1948, 94 per cent of all dwelling units had at least one radio. 

The automobile was usable for both work and pleasure, and its rapid 
spread since 1914 can be attributed to the fact that for many it became 
more of a necessity than a luxury. It was estimated that, in 1937, 54 per 
cent of the families owned a car and nearly 3 per cent had two or more; 
in 1945, there was at least one car on 62 per cent of all farms. 

The average annual expenditure per family on autos in 1935-1936 was 
estimated at $114. What proportion of this should be attributed to leisure- 
time use is uncertain but probably at least one-quarter. For 1930, the total 
outlay on motor cars for both touring and short daily pleasure trips is sup- 
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posed to have been nearly $2 billion. Clearly, the auto has made travel for 
pleasure available to the masses as never before. The total outlay for 
pleasure travel of all kinds has come to be much the largest of the items 
devoted to distinctly recreational purposes, making up in 1930 $6.5 billion 
of the estimated total of $10.2 billion so spent. Though travel abroad 
became far more common diuring this period, it was still practically con- 
fined to the wealthy, a small fraction of the middle class seeking its educa- 
tional advantages, and some immigrants revisiting their fatherland. 

Among the developments alTecting the less serious uses of leisure time, 
one of the most striking was the growth of interest in physical recreation 
and sports. The organization of sports, beginning in the schools, was con- 
tinued in the colleges; then private clubs or business enterprise provided 
facilities for those who, as active particif)ants or merely spectators, retained 
their interest in sports in later years. Increasingly, local communities pro- 
vided parks, playgrounds, and beaches and expanded their facilities; also 
state and Federal parks became common. In addition to the indoor exercise 
facilities provided by private clubs, the Y.M.C.A., and the Turmerein, 
outdoor sports were made available at the country clubs which spread so 
rapidly after about 1900, stimulated by the increasing interest in golf. By 
1930, there were nearly 6,000 golf courses, about a fifth being public or fee 
courses. Nearly 1,000 tennis clubs belonged to the national association, 
while courts were to be found in nearly every town. 

Meanwhile the commercial organization of sports and sporting events 
advanced rapidly. The lead here was taken by baseball, which by the early 
1870’s was said to have become the great American sport. The first pro- 
fessional team was formed in Cincinnati in 1869 and a national association 
in 1871. Though many other sports originally amateur have developed a 
professional branch, such as bicycling, skating or, more recently, football, 
hockey, and tennis, baseball has easily maintained its preeminence in 
popular favor. Since the First World War, boxing has been viewed with 
more favor than formerly. Commercial provision for billiards, pool, and 
bowling is widely available and is entering the field of skiing, which has 
recently become a popular winter sport. 

Among other leisure-time diversions, dancing and card playing became 
more widespread than ever. Night clubs and cabarets became a prominent 
feature in the night life of cities; after the repeal of prohibition, the saloon 
returned to its former status. In rural sections, the automobile made access 
to the entertainments provided by the nearest town or city easier, and the 
frequency of social gatherings decreased; in social circles elsewhere the 
practice of making formal calls waned, and entertainment generally as- 
sumed a more informal character. Little serious effort was made anywhere 
to stamp out the resorts of vice, and gambling and betting remained wide- 
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spread. The Federal government met with fair success in its attack on 
lotteries, but by 1945 pari-mutuel betting on horse races had been legalized 
in eighteen states where $1.3 billion were wagered, and probably a larger 
sum was bet through illegal devices. 

The Cost of Living and Distribution of Wealth and Income. After 
the lapse of the income tax in 1872, it is not until its revival in 1914 that 
we have comprehensive data on the distribution of incomes; our knowledge 
of the distribution of wealth has in the main to be inferred from that. 
Scattered estimates give a hint of the largest fortunes that were developing 
in the intervening years. The first to exceed $100 million of which we know 
was that of Commodore Vanderbilt who died in 1877. A list of reputed 
fortunes drawn up in 1889 places that of John Jacob Astor, third of the 
name, at $150 million, though tLia> was probably too high, and those of 
five more at $100 million; 64 others with from $20 million up are named, 
and the list is admittedly incomplete. A more comprehensive list in 1892 
named over 4,000 individuels beli^'ved to be worth at least $1 million. 
After 1900, a new high peak was reached s >mewhere above $500 million, 
but it is doubtful if this was e^ er al tained in more than two cases. In more 
recent years, the effects of the income, estate, and gift taxes, to say nothing 
of the 1930’s depression, have greatly checked the growth of large fortunes 
and also tended to disperse the older accumulations. Dr. King estimated 
that in 1936 there were 9,037 families having property worth $1 million 
or more, and 502 with at least $5 million. 

The income tax returns available since 1914 are of little use in indicating 
the number or size of large fortunes since they include salaries and profits 
or losses from the sale of capital assets. The returns for 1914 indicated 
nearly 8,000 individuals with net incomes of $50,000 or more. During the 
next decade the number ranged from 10,000 to 20,000, and the peak of 

43.000 was reached in 1928. The depression cut the numl)er to under 

8.000 in 1932, but by 1940 it was over 14,000 and in 1944 over 37,000. Net 
incomes of $1 million or more probably numbered around 60 in 1914, 
fluctuated between 20 and 200 for the next decade, and reached the peak 
of 513 in 1929. By 1932, there were only 20, but there was a recovery to 
52 in 1940. 

Far more important, however, was the general distribution of income 
among all classes, and estimates are now available that give a fairly accurate 
idea of the situation in recent years. Of the two accompanying charts, that 
for 1929 on page 880 shows the situation in a very prosperous year and 
covers the incomes of unattached individuals as well as those of families. 
In both charts, the estimated rental value of houses owned by the occu- 
pants and the value of supplies produced on farms where they are consumed 
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Fig. 89. Distribution of income (in economic; units) of families and unattached indi- 
viduals by income classes, 1929. (Based on M. Leven, II. G. Moulton, and C. Warburion, 
Americas Capacity to Consume.**) 
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Fig. 90. Distribution of family income in the United States by income level, 1935-1936. 
(Nalional Resources Committee, ^*Consumer Incomes in the United States.") 
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are included as part of the estimated incomes, as is obviously necessary to 
secure a fair view of the situation. 

The chart for 1935-1936 (page 880), when some effects of the depression 
were still felt, covers family incomes only, because the family is the sig- 
nificant unit, and the inclusion of the incomes of single individuals tends to 
distort the picture for most purposes by raising the averages. This chart 
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Fi(!. 91. Pem?ntaj?e use of income by American families at different income levels, 1935- 
1936. (National liesources Committee, ''Conswner Expenditures in the United States'") 

covers 29,400,300 families or 91 per cent of all consumers, whose aggregate 
income was $47.7 billion or four-fifths of total consumer income. It is im- 
portant to note that, if this aggregate income had been equally divided 
among these families, each would have received $1,622; as it was, half the 
families received less than $1,160. The lowest 40 per cent of them had 
incomes below $970 and received 15 per cent of the total income; the next 
40 per cent had incomes between $970 and $2,050 and received 35 per cent 
of the total; the upper 20 per cent with incomes above $2,050 received 
half the total. However, the subsequent rise in incomes was such that in 
1947 half the families (including single-person family units) were estimated 
as receiving money incomes before taxes of $2,920 or more. According to 
this government estimate, the 8 per cent of all family units having $7,500 
or more income received 30 per cent of the total money income, and the 
31 per cent of the units having less than $2,000 income received 9 per cent 
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of the total. However, the latter group included over half of all farm oper- 
ators, and they received substantial nonmonetary income from their farms. 

With this picture of the distribution of income in mind, we can now turn 
to inquire how it was used by the recipients and thus secure a general idea 
of the cost of living for different economic groups and the relative impor- 



Income. dollars 

Fig. 92. Average outlay of nation’s consumer units for major categories of disbursement 
at different income levels, 1935-1936. {National Resources Cmnmitlee, “Consumer Ex- 
penditures in the United Stcdes.“) 

tance of the chief elements, as far as covered by this private outlay, which 
entered into their standard of living. The chart on page 881 showing the 
percentage use of income up to the $20,000 level by families in 1935-1936 
indicates that in the lowest income groups the outlay was typically in 
excess of income and that practically all of the saving, which rose to 40 
per cent of the income in the top group, was done by those in the upp«r 
income groups. The outlay for food, housing, and house operation averaged 
over half of the income for all groups; but the proportion used for these 
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Fig. 93. Aggregate disbursements of American consiinierH by major categories, 1935 - 
1936. Total, $59.2 billion. (Natiorutl Hexources Cornmiftee, 'Hlnnmimer Expenditures in the 
United States,'') 
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Fig. 94. What the average American consumer purchased by classes, 1937. Total, $549 
per capita. {Reproduced from National Industrial Conference Board, "Studies in Enterprise 
and Social Progress.") 
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purposes rose from only a quarter in the high income group to a point 
exceeding income in the lowest group. 

The average absolute outlay of different groups, both family and indi- 
vidual, for the main forms of disbursement is shown in another chart on 
page 882; a third chart (page 883) is useful as giving the aggregate disburse- 
ments of American consumers for each of the main categories, thus indicat- 
ing their relative importance in total consumer outlay. It may be noted 
that of the $50 billion remaining for all consumption purposes, after deduct- 
ing the disbursements for savings, gifts, and taxes, over one-half was used 
for food and housing alone and a tenth each for household operation and 
clothing, so that less than three-tenths, or just over $13 billion, was left 
available for all other forms of consumers’ needs. A fourth chart (page 
883) shows how the average outlay of all consumers, totaling $549 per 
capita, was distributed among different uses. A later government estimate 
for 1942 placed this per capita outlay at $620 and the per capita savings 
at $197. 

A different basis for classifying expenditures for consumer purposes dis- 
tinguishes the outlay for services and that for commodities of varying 
degrees of durability, and is of significance as suggesting the possibilities 
in the fluctuations of consumer demand during the business cycle. The 
study of Kuznets covering the years 1919-1935 indicates that 40 per cent 
of the outlay for consumer goods was for perishable commodities, 31 per 
cent for services not embodied in new commodities, 17 per cent for semi- 
durable goods, and 12 per cent for durable goods. 

That different forms of consumption may tend either to increase or to 
decrease future production must not be forgotten, but such tendencies are 
commonly so obvious as to require no discussion here. Nor need it be 
stressed that, although more abundant consumption is the great economic 
objective — always remembering that economic goods are only means to 
more ultimate ends — it is more abundant consumption over the generations 
that will be the economic goal of any farsighted people. 

Summary. Looking back over this long record we may now ask. What 
have been the outstanding contributions to a higher standard of living? 
Although accurate evaluation of such complex things is impossible, at least 
three contributions seem to stand out above all others: (1) the increase of 
leisure time, not only per week but per lifetime, (2) the prolongation of life 
expectancy and the decrease of human suffering from disease, (3) the spread 
of education. These greatest gains it should be noted are all intangible in 
character; the direct results are embodied in the lives of human beings, not 
in material goods. Though fundamentally due to the interaction of many 
things, and first of all to the progress of science, they could not have been 
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made so generally available without the great increase of the economic 
means by which they were supported. 

There were also substantial contributions that directly, at least, took a 
more material form. Among the three categories of goods that absorb much 
the greater portion of consumer outlay, the chief gain in food was in variety 
and improved diet rather than in quantity. The very marked gain in hous- 
ing was not so much in the mere element of shelter as in the equipment for 
heating, plumbing, and lighting and lessening the drudgery of housework ; 
the gain in furnishings largely took the form of greater comfort and attrac- 
tiveness. In clothing, the gain due to lower cost took the form of more 
abundant and varied wardrobes with less distinction between classes. But 
an additional and important gain arose from the decreased proportion of 
consumer outlay that was absorbed by these three categories of essentials. 
The proportion thus made available for other purposes is estimated to have 
risen from about 8 per cent in 1775 to 26 per cent in 1935-1936; no small 
share of this was added to the outlay for the various pursuits of leisure time. 
Finally, there were the gains from th^ gr(‘^ing activities of government 
which were of particular significance as tending to give the great masses a 
larger proportion of socially important consumers’ goods and services than 
they would otherwise have obtained. 

The standard of living thus attained by the American people is commonly 
believed to be the highest in the world, certainly the highest in any great 
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nation. International comparisons of the standard of living are beset with 
many complicating factors, owing to the divergent conditions and habits 
in different countries as well as to the lack of sufficient data, and so must 
be recognized as rough approximations. The most recent calculation, that 
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of Colin Clark, ^ ranks the standard prevailing in different countries during 
the period 1925-1934, as measured by the real income per capita of the 
working population, as shown in the preceding table. Less complete data 
give India an index number of 12; that for China is still lower. Clark’s 
study indicates that, on this basis of measurement, the standard in the 
more advanced nations of Europe is from two-iifths to three-quarters that 
in the United States; in most of the rest of Europe, as well as in the greater 
portion of South America, it is between a quarter and a third of the Amer- 
ican standard. 

Despite the great American achievement in raising the standard of living, 
it is sometimes asserted that a third of the people are still ill fed, badly 
housed, and poorly clothed, besides lacking other elements of a decent 
standard. It must be realized, however, that such statements rest upon a 
conception of what is needed which includes much that never would have 
been included in the concept in 1770 or 1860. Just as our idea as to what is a 
decent standard today includes much that was undreamed of in earlier 
times, so our idea of what constitutes a minimum standard has risen; that 
very rise which causes us to condemn the standard prevalent among a large 
group today is largely a product of the gains made in advancing the stand- 
ard of the people as a whole. 

It should also be noted that even this underprivileged group has secured a 
substantial, even if not the desirable, share in the chief gains in the standard 
of living. Of the gain in leisure time, they secured a large portion of that ob- 
tained by most; in the case of more education, almost as much might be 
claimed; even in the case of better medical care, where the proportionate 
gain was very much smaller, it still was very substantial. Also, the progress 
made by this group in securing a better provision of the more material 
goods was very marked. 

Although the existence of what is now considered a low standard of living 
among a large group should not lead us to overlook the great achievements 
of the past, it obviously suggests how large and serious a problem still 
confronts the country. That there is yet much that could be done to alle- 
viate conditions by securing a better distribution of income is plain. Yet, 
when we face the hard fact that even the extreme measure of an equal dis- 
tribution of income would provide everyone with only what might be 
considered a minimum of decency — even less if it decreased productive 
efficiency — we must realize how much the hope for long-run progress, just 
as in the past, depends on improving the processes of production. 

1 Clabk, Colin, “The Conditions of Economic Progress,*’ London, 1940. An impor- 
tant historical and analytical study. 




Chapter XLVI 

SUMMARY AND SOME CONCLUSIONS 


Introduction. Having finished the general survey of the economic 
history of the United States, we can now profitably look back over that 
record as a whole and, unconcerned with the details of development in 
special fields of economic activity, endeavor to secure a summary picture 
of the general outcome in the growth of wealth and income. Also, we are 
now in a better position to make a suramary analysis of the main factors 
contributing to the results achieved and so to secure a clearer view of the 
conditions that have domii'ated our economic development. Finally, by 
surveying this past experience to learn the ui )st common causes for mistakes 
and failures in the efforts at social guidance, we can attempt to formulate 
a few conclusions that should prove of value as a guide in our endeavor to 
secure a better social control of our economic development in the future. 

The Growth of the National Wealth. The figures on national wealth, 
especially those before 1900, provide only a rough approximation to the 
facts. The census has estimated the total for 1790 at $552 million in the 
money of that lime. 13y 1860, the total, including slaves but excluding 
nontaxable property, was over $16 billion which would be equal to $39 
billion in 1926 dollars. If we use the 1926 dollar equivalent to avoid distor- 
tion due to changes in the price level, the total, including nontaxable 
property, rose to $192 billion in 1900 and to $347 billion in 1922, the last 
year for which the census made a report. A later estimate placed the figure 
for 1937 at $322 billion in current dollars, or $342 billion in 1926 dollars. 

The enormous growth in total national wealth is particularly significant 
for its bearing on national security, since it has made the country by far 
the richest nation on earth. Even before the First World War the national 
wealth was estimated as almost equal to that of England, Germany, and 
France combined. In an age when control of wealth and productive capacity 
has become a more important factor than ever in the conflict of nations, 
this has greatly enhanced the political power and prestige of the United 
States. Without these resources, the outcome of the Second World War 
might well have been very different. 

More important as contributing to the economic well-being of the people 
is the growth in national wealth per capita. The estimated wealth for 1790 
gives $171 per capita for the free popidation; the corresponding figure for 
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1860 is almost $590, or $514 for the total population, which was equivalent 
to about $1,240 in 1926 dollars. Later figures, in 1926 dollar equivalents 
and including nontaxable property, are about $2,520 in 1900, $3,360 in 
1922, and $2,640 in 1937. Presumably the decline in the 1930’s had been 
much more than made up by 1945. 

Concretely this wealth, as is shown by the chart just below, is made 
up of a great variety of economic goods. Some are being used up from day 



Fig. 95. The various forms of the wealth of the United States, 1936. $307.6 billion = 
100%. {Reproduced from National Industrial Conference Board, ^'Studies in Enterprise and 
Social Progress."') 

to day by both producers and consumers; much the largest portion consists 
of more durable objects the greater share of which is made up of producers’ 
goods. The outstanding fact is that over half the total is made up of the 
value of land and buildings, whereas tangible personal property is but a 
small proportion of the total. 

This wealth is mostly the product of the continuous process of saving 
that has been going on for generations. The chief exception would be that 
portion of land values which could not be attributed to some improvement. 
How great that portion would be cannot be determined, but most of it 
would be found in the urban land values; even there the value added by 
public and private improvements is large while in the case of farm lands it 
is generally believed to make up most of their value. This rising per capita 
accumulation of wealth, chiefly in the form of durable producers’ and con- 
sumers* goods, which each generation passed on to the succeeding genera- 
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tion was obviously an important factor contributing to the rising standard 
of living. 

The Growth of the National Income. The national real income per 
capita is the most inclusive and important statistical measure available 
for estimating the progress made in raising the standard of living. Measure- 
ment of the national income is difficult at best, partly because the data 
available, though far better for recent decades than for the earlier period, 
are still far from adequate and partly because of the problems involved in 
deciding just what should be included in the estimate. Without attempting 



Fig. 96. Per capita realized production income adjusted to cost of living, 1799-1938. 
{Reproduced from National Industrial Conference Boards '‘Studies in Enterprise and Social 
Progress.*') 

to discuss the latter here,^ w’e may simply note that much the largest item 
omitted in these estimates is the value of housewives’ services, an item 
which Kuznets estimated at $23 billion for 1929 or equal to over a quarter 
of the national income. Also, it should be noted that, since national income 
covers only economic goods and services, it takes no account of leisure 
time, which was an element included in our definition of the standard of 
living. 

Recent estimates by the National Industrial Conference Board provide 
the best available survey of the national real income per capita over the 
period since 1799; admittedly they are only rough approximations for the 
first half of the nineteenth century but much more dependable for the 
twentieth century. To eliminate the effects of shifting price levels and so 
show the change in the quantity of goods and services obtained with the 
rising per capita income, figures are given in 1926 dollar equivalents. As 
shown on the above chart, starting in 1799 at $211 there was a down- 

1 For a discussion of these problems see S. Kuznets. “National Income and Its Com- 
position, 1919-1938,” New York, 1941. 
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ward trend to $166 in 1829 and then a rise to $300 in 1859. Following the 
Civil War setback, there was a long period of rapid advance to $459 in 
1900, $545 in 1914, and the peak of $625 in 1929. It dropped to $472 in 
1933, but by 1938 had recovered to $533 or about 23^ times that for 1799. 
This gain is the more impressive since it was made despite the great in- 
crease in leisure time secured during this period, not to mention the un- 
employment during the 1930’s. A comparable figure for 1947 would prob- 
ably be between $900 and $1,000, or far above any previous point. 
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Fig. 97. Percentage of total realized production income contributed by different branches 
of economic activity, 1799-1938. {Reproduced from National Industrial Conference Boards 
^'Studies in Enterprise and Social Progress.*') 

Some additional light on the trend for the period since 1850 is provided 
by the independent estimates of Colin Clark. These endeavor to measure 
the real income per capita of the working population rather than that of 
the total population and include additional estimates for changes due to 
the shorter working week or to unemployment. Most significant is the 
increase of 63 per cent in the per capita real income of the working popula- 
tion between 1850 and 1900. The subsequent increase up to the peak in 
1929 was only 18 per cent, and by 1937 most of this last gain had been 
lost, though it was more than regained during the Second World War. The 
marked decline in the rate of gain since 1900 was due chiefly to the reduc- 
tion in the normal hours of work but also, in the 1930’s, to greater unem- 
ployment, for productivity of real income per hour of work increased. Up 
to 1900, this increase was rapid and only moderately offset by shorter 
hours. After making little advance up to 1914, hourly productivity again 
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rose rapidly, but the eflFects of this gain were substantially decreased by 
the sharp cut in working hours and then by unemployment. It is important 
to realize that the great increase in leisure time has not been obtained 
without a substantial reduction in the potential real income of the people. 

The changes that occurred in the concrete forms of this real income were 
described in Chap. XLV and so need not be summarized here, but the long- 
run changes in the relative importance of the chief branches of economic 
activity contributing to the national income should be noted. As indicated 
by the chart on page 890, the chief changes since 1799 are the decline in 
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Fig. 98. Averaf^e volume of all income payments for industries, 1919-1934. {Based on 
figures of the National Bureau of Economic Hesearch.) 


the relative contribution obtained from agriculture and the marked growth 
of that obtained from manufacturing and from trade and services. Such a 
trend is fairly typical of countries experiencing rapid economic develop- 
ment. At first, the extractive or primary industries are dominant; as a 
nation becomes industrialized, the extractive industries decline in relative 
importance, particularly if they have to face growing competition from 
newly opened regions. As transport costs are cut and specialization, both 
regional and personal, increases, the activities involving exchange of goods 
and services, sometimes called the “tertiary industries,” grow in impor- 
tance, while an increase in wealth also leads to a marked expansion of 
personal services. The outcome of this trend is shown in more detail by 
the chart on this page covering the peiiod 1919-1934. 

It is also desirable to analyze income with reference to the proportions 
contributed by the chief factors of production, even though no complete 
classification on this basis is obtainable and estimates are best confined to 
the present century. The important fact indicated by the chart (page 892) 
showing the realized private production income for the period since 1899 
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is the predominant proportion of the total that is due to salaried and wage- 
earning workers. On the average their labor yielded about two- thirds of all 
production income during this period. The proportion going to them showed 
a marked upward trend, 1914-1924, and then remained fairly constant, 
but later estimates indicate the proportion rose to nearly three-quarters 
during the Second World War. The chart also indicates that the return on 
invested capital in the form of interest, dividends, rents, and royalties 
averaged about 12 per cent of the total, though there is a widespread 
popular impression that it is much larger and Kuznets estimates rent, 
interest, and dividends as averaging 19 per cent of the annual national 
income, 1914-1938. The entrepreneurial income representing the return 
obtained by single individuals or partnerships in all forms of private enter- 
prise from farming to merchandizing and professional services, includes 
the return on such capital as they owned as well as that for their labor. The 
decline shown in this share from nearly 30 per cent of the total to around 
20 per cent is chiefly a product of the more rapid growth of production 
under the control of corporations. T^e chart for the prosperous year 1929 
(page 892), based on a slightly different calculation, is of interest as showing 
in more detail the division of the shares among the different groups. 

The Chief Factors in the Growth of the per Capita Real Income. 
What does our survey of the country’s economic history indicate to have 
been the chief factors responsible for the growth of the per capita real 
income? In Chap. I it was stated that the answer to such a question was 
the main immediate objective of the study of economic history when ap- 
proached from the economist’s point of view, the ultimate economic objec- 
tive being to learn, from the analysis of the causes for past successes or 
failures in the efforts to raise the standard of living, how to secure more 
effective social guidance of future efforts directed toward that end. 

Chapter I also outlined the chief factors that determine the amount of 
real national income and its distribution, and the following summary his- 
torical survey of the main developments affecting those factors will adhere 
to that outline. Accordingly, the developments reacting upon the quantity 
and quality of the four factors of production will be summarized first, then 
those affecting the economic and social order under which these factors 
were used for purposes of production, and, finally, the developments aflect- 
ing the distribution of the income thus produced. 

It should be remembered, however, that back of these developments 
there was the basic institutional framework within which they took place 
and also the motivating force of the desire to raise the standard of living. 
In that framework the continuance, with but slight modifications, of the 
systems of private property, freedom of individual initiative, and a com- 
petitive economic order combined with the great economic opportunities 
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Opened up, provided unusual incentive and scope for private enterprise. 
The general framework of government remedned relatively fixed, but more 
democratic processes helped to give effect to the broadening social ideals 
of the people. The mode of living chosen by the American people involved 
an ever-increasing dependence on economic goods and services for its ful- 
fillment. The simple life of the ascetic made no appeal to most; the de- 
creased labor required to provide the absolute necessities of life did not 
lead to the use of the greater leisure thus made possible for abstract con- 
templation; the more most people had of economic goods and services the 
more they wanted, and the increased leisure was commonly devoted to 
pursuits requiring still more economic goods and services. Thus there was 
practically no decrease in the motivating force behind the effort to advance 
the standard of living. 

Developments Affecting the Four Factors of Production. The most 
obvious contribution to the growth of the factor, natural resources, came 
through the territorial expansion of the country, mostly between 1800 and 
1850. Although these acquisitions were important in adding to both the 
variety and the quantity of the nation’s resources, many of them did not 
attain economic significance until much later. It required exploration, often 
aided by advancing science, before the existence of some resources was 
made known, and this process is not yet finished. Scientific and techno- 
logical advance gave value to many resources once considered useless. 
Similarly, the westward movement of population, the introduction of cheap 
transport facilities, and other improvements were necessary before the 
resources of many sections became of value. A prodigal policy in the disposi- 
tion of the public lands, at least until after 1900, hastened the development 
of these resources. 

In the course of time, however, many of the original resources became 
seriously depleted. Much of the stock of wild game, fish, and fur-bearing 
animals has disappeared; in many sections, even where it was not an 
obstacle to farming, the valuable timber has been cut off or destroyed by 
fires, with no adequate provision for reforestation; enormous quantities of 
nonreplaceable oil, gas, coal, and minerals have been extracted, and much 
fertile soil has been washed away or exhausted. This heavy toll from our 
natural resources has distinctly diminished the great advantage the country 
once possessed in the comparative cheapness of this factor of production. 

Labor, using the term in the broad sense, makes much the largest con- 
tribution to the national income; hence the developments affecting the 
supply and quality of this factor are particularly important. The growth 
in the country’s labor supply was determined, first of all, by the growth of 
population which in turn was a product of the natural rate of increase 
resulting from the birth and death rates and the net immigration or emi- 
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gration. The outcome was a phenomenal rate of growth in population, 
approximately one-third every decade down to 1860, though by the 1930’s 
it had fallen to about a fifth of this rate. As a result, by 1860, the population 
nearly equaled that of France or Germany; today it far exceeds that of 
any other country but Russia, India, and China. The constant inflow of 
immigrants, among whom the percentage of males of working age was 
high, resulted in an abnormally large proportion of active workers in the 
total population. Much of the cost of raising the immigrant portion of 
this group was borne by other countries. 
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Among those able lo work, a large percentage did engage in economic 
activities until the prolongation of the period of education began to reduce 
it, for the desire to acquire wealth was widespread and the leisure class very 
small. Not only were Ihe hours, days, and years of leisure relatively meager 
until quite recent times, but the intensity of work was fairly high. Also, 
except in various crafts requiring much manual dexterity where we have 
always been weak, the general quality of the workers has been high. For 
this, the unusually extensive provisions for public education should be 
given much credit, while numerous other conditions have been such that 
there was more chance of developing an individual’s full capacities for work 
than in most countries. As a result, the labor supply has been considerably 
greater and more efficient than would be typical of older countries possess- 
ing an equal number of inhabitants. 

The growth in a country’s supply of capital depends primarily upon its 
savable fund and the effective desire of accumulation. The great increase 
that took place in the country’s annual savable fund was a product of all 


GOVERNMENTAL AND FINANCIAL* AGRICULTURE 

mmmm rm 

UTILITIES MANUFACTURING 



SERVICES TO THE CONSUMER 
RESIDENTIAL HOUSING OTHER SERVICES TRADE 







896 


END OF THE FRONTIER; RISE OF CAPITALISM 


the innumerable developments that raised the per capita national income. 
Despite the fact that a steadily growing amount per capita of this savable 
fund was being diverted to maintain a rising standard of living, the savings 
steadily rose. This was due to various things. The maintenance of peace 
and order with the careful protection of property rights gave greater assur- 
ance that those who saved would enjoy the fruit of their abstinence. Educa- 
tion developed foresight as to future needs and generally created a desire 
to provide a higher standard of living for one’s self and one’s children. At 
the same time, the growth of various financial institutions, such as savings 
banks, investment trusts, and life insurance, provided better facilities and 
aids for saving than ever before. 

Although most of the accumulating capital resulted from domestic sav- 
ing, some came from foreign investments in this country, which rose from 
about $400 million in 1860 to around $6 billion in 1914. Of course this con- 
tributed to the income of the American people only as its use yielded a 
return greater than the sum paid the foreign investor. Though some Amer- 
ican capital had gone abroad before 1914, the First World War witnessed 
the country’s shift from the position of a debtor to that of a creditor nation, 
and the results of the Second World War greatly strengthened the creditor 
position. This shift indicated that the country’s era of relatively scarce 
capital had passed and that Americans could generally coimt on obtaining 
this factor of production at least as cheaply as their foreign competitors. 
Though the return on investments abroad is not a part of the national 
product, it has added to the income received by the people and can be used 
either for saving or for raising the standard of living. 

The growing accumulation of capital was largely embodied in relatively 
durable producer’s goods: factories, warehouses, office buildings, machinery, 
transport facilities, and endless other goods of similar character. Most of 
these goods were constantly being worn out or becoming obsolete, though 
at greatly varying rates. As they were discarded, they were commonly re- 
placed, usually out of earnings set aside for the purpose, by new goods of 
an improved character. It was in this manner that much of the advance in 
science and invention was applied in the processes of production, and in 
this sense there was a constant improvement in the quality of capital 
goods. Whereas the growth of the fund of capital tended to increase the 
national money income (though somewhat offset by the decline in interest 
rates), these improvements in the quality of capital goods, although not 
without effect upon the money income, were chiefly important in reducing 
the costs of goods and services and so increasing the real income of the 
people. Thus each new generation inherited from the preceding one a 
greatly augmented supply of capital goods of a constantly improving 
quality to be used in providing for its economic wants. The advantage thus 
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accruing to the present generation as compared with that of their grand- 
parents can hardly be exaggerated. 

The development of the supply and quality of the factor of entrepreneur- 
ship is difficult to determine in the absence of any satisfactory basis for 
measurement. It is significant, however, that by 1900 there was a wide- 
spread belief that American business leaders were the ablest in the world 
and many foreigners came over to study their methods. The great resource- 
fulness, energy, initiative, and daring of the so-called “captains of industry” 
were widely acknowledged if not always acclaimed. In developing this 
entrepreneurship various conditions in the environment played a part. The 
mobility, democracy, and educational facilities of economic classes helped 
to develop latent business ability. The unusual economic opportunities in a 
new and rapidly growing country provided incentive and great scope for 
the employment of such ability, and predominantly laissez-faire policy 
allowed much freedom for individual action. The rapidity of the country’s 
development, by so frequenlly justifying the optimistic, speculative hopes, 
helped to engender the spirit of daring eiuerprise. These same conditions 
tended to lessen the inertia, the extreme conservatism, and the adherence 
to tradition inimical to the adoption of new methods and ideas. Finally, 
the general spirit of work and the absence of any social taboo upon engaging 
in business drew a larger proportion of the ablest men into business than 
in many other countries. Seldom if ever have conditions been found more 
favorable to the development of individual business enterprise than in the 
United States of the nineteenth century. 

The Development of the Economic Order. The efficiency with which 
the available supplies of the factors of production are combined is deter- 
mined by the existing economic and social order. Obviously this order 
reacts upon these factors just as they in turn react upon it. We now turn 
to a summary of the chief developments in this order tending to increase 
the productive capacity of the country, as described in more detail in all 
that has preceded. 

Among the most important of these developments were the improve- 
ments in the facilities for carrying on the processes of exchange and market- 
ing since, by giving greater mobility to the factors of production or better 
knowledge of the available supplies, they promoted the use of these re- 
sources in the place and for the purpose where their productivity would be 
the greatest. Outstanding in their effects were the improvements in trans- 
port and communication facilities. The mobility of individuals and com- 
modities was thereby enormously increased; goods which, formerly, it did 
not pay to transport 100 miles can now be shipped halfway around the 
world with a speed that has been similarly increased. Even more remark- 
able, perhaps, were the advances in communicating facilities through such 
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means as the telegraph, the telephone, radio, and cheap printing. Today 
the morning paper provides news of the previous day from all over the 
world and is available to the masses; in 1750, it took weeks and months 
for such news to spread abroad and few could afford a newspaper. Today 
one can talk from the Atlantic to the Pacific or across the seas in a few min- 
utes and promptly settle business transactions that formerly would have 
required months and involved substantial risks. Thus the market areas 
have been expanded till in many cases they are not only nation-wide but 
world-wide in scope. As a result, the economic advantages of territorial 
specialization and division of labor have been enormously increased. 

These changes made the development of an efficient marketing organiza- 
tion a more complex as well as a more important problem. The endlessly 
ramifying mechanisms of the marketing organization for different kinds of 
goods or services include all the means employed to gather the information 
and the goods and to bring together the buyers and sellers. Though few 
things have secured such a highly developed organization as those which 
were evolved for dealing in money, securities, grain, cotton, copper, and 
similar commodities, and the facilities for trading in other things vary 
greatly, there are few cases where they are not vastly superior to those 
formerly available. 

The development of financial institutions has contributed its part in 
facilitating the processes of exchange as well as in providing a more efficient 
organization for carrying on other work of the economic order. In place of 
the inadequate and uncertain money of earlier times, the country has 
secured an ample supply of specie and the various forms of paper money 
have been made relatively stable, except in times of war and its aftermath. 
The rise of various institutions, especially banks, greatly expanded the 
means for extending credit, thus facilitating the transfer of control over 
productive resources to those who could make the most economical use of 
them. However, it must be confessed that we have not yet learned how to 
control the use of credit so as to prevent its throwing the whole economic 
system out of gear. 

In addition, the banks and trust companies have developed an endless 
variety of services for facilitating all sorts of financial transactions. To- 
gether with the stock exchanges, the brokers, the mortgage houses, and 
investment bankers, they have provided adequate facilities, unfortunately 
not free from abuse, to handle the greatly increased volume of security 
issues so essential to large-scale business enterprise. Savings banks and life- 
insurance companies have arisen to offer facilities and inducements for 
saving. Many other forms of insurance now make possible an even dis- 
tribution of numerous financial losses and thus add to the stability of 
business undertakings and the security of individuals. 
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Finally, there is to be noted the remarkable development of the eco- 
nomic functions of the government. The Revolution freed the country 
from English control and enabled it to establish the type of government 
deemed best adapted to the people’s desires. The adoption of the Consti- 
tution provided a more efficient means for furthering this objective, as 
did the subsequent steps toward democratization in both state and Federal 
government. How manifold have become the positive governmental activi- 
ties in providing goods and services as well as those of a regulatory char- 
acter need not be repeated here. In the main, it has been necessary to 
assume these new activities as best could be done under the distribution of 
powers set up in the Federal and state constitutions. Since this govern- 
mental framework has proved far less susceptible to change than the 
economic order, a growing lack of adaptation has resulted and the efRciency 
with which the state might carry out its economic functions has been 
impaired. 

Although these various developments in our economic organization have 
greatly increased the economic product ivit> of the country, the gains have 
not been entirely free from c€*ftain disadvantages which at times impaired 
the potential productivity. As the organization became increasingly intri- 
cate and the growing ijiterdependence of the parts necessitated a more 
effective coordination of the whole, the task of securing such coordination 
became far more difficult. The resulting dangers were most clearly reflected 
in the business cycle with its attendant evils and losses. Except as it had 
its initiating cause in war, this problem arose from the growing complexity 
of the economic order and inadequate control of credit and the circulating 
medium. The problem of coordination was also aggravated by the great 
growth in the use of fixed, specialized capital goods, making it hard to 
adjust output to fluctuating market demands and in turn tending to 
undesirable forms of competition and not infrequently to monopoly. That 
the competitive system results in a certain amount of duplication and 
waste is commonly recognized, but this is assumed to be an element of cost 
in obtaining the greater gains of progress through the process of selection 
provided by the competitive struggle. This must be the main justificaiion 
for the continued acceptance of the system. Yet the question may still be 
raised whether, in certain economic activities, conditions have not become 
such that the wastes are excessive and measures to curtail them are needed. 

In addition to these various developments in the United States, there 
were those throughout the rest of the world, many of a similar character, 
which also made a very substantial contribution to the rise in the American 
standard of living. Basically, this contribution was a product of the trend 
toward a more nearly world-wide specialization and division of labor, car- 
ried out chiefly through the mechanism of international trade, but also 
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resulting in greater mobility of labor, capital, and entrepreneurs and the 
more rapid diffusion of advancing knowledge. Immediately greatly facili- 
tated by the vastly improved means of communication and transport over 
land and over sea, there lay back of it all the developments affecting the 
economic growth of other nations and their international relations. 

In Europe, the rapid increase of population and wealth that accompanied 
the industrialization of the western portion provided a market for the 
expanding output of cotton and foodstuffs in the United States and a 
supply of cheap manufactured goods for American imports, as well as the 
cheap labor and capital so eagerly sought by the United States. As other 
continents were explored, developed by settlement, or opened up to trade, 
new sources of supply for raw materials or foodstuffs became available — 
wool, hides, coffee, and copper from South America; silk, tea, jute, tin, 
rubber, and vegetable oils from the Far East; gold, diamonds, and cocoa 
from Africa; nickel and wood pulp from Canada, to mention only a few. 
In time these regions as well as Europe also provided a market for the 
rising output of American manufacturers. Though some of these develop- 
ments proved unfavorable to certain American interests, such as the in- 
creased output of products competing with American exports or the rise 
of tariff barriers, and the United States often failed to take full advantage 
of the potential gains by erecting tariff barriers of its own, the net result 
was a substantial addition to the American standard of living. 

Developments Affecting the Distribution of Income. Although 
the per capita income of a nation is fundamental in setting definite limits 
to the standard of living, the way in which that income is actually dis- 
tributed is also a factor in the situation, since marked inequalities will tend 
to lower the total satisfactions yielded. Just what distribution would pro- 
duce the maximum, considering the varying wants of men, cannot be deter- 
mined; but nearly everybody would agree that it would be one involving 
less inequalities than have existed heretofore. We therefore need to summar- 
ize the changes reacting upon the basic institutional arrangements that 
control distribution, particularly those tending to alter the general pattern 
of income distribution, even though these fell far short of having the revo- 
lutionary character of those occurring in the field of production. 

In this country from the first, the institutional bases of the conditions 
governing the distribution of wealth and income have been the rights of 
private property and comparative freedom of individual enterprise in an 
essentially competitive economic order. It was assumed that these would 
provide the incentive needed to increase the national income and, through 
the competitive struggle, promote the survival of those best fitted to serve 
economic wants and so further economic progress. That, under the existing 
conditions, this institutional setup was of the greatest importance in in- 




SUMMARY AND SOME CONCLUSIONS 


901 


creasing the real income of the nation, even though it often worked im- 
perfectly, has already been indicated. Its effect on the distribution of 
income was equally, if not even more, important. 

Because the institution of private property still remains unchanged in 
all its essential elements, we are apt to overlook the many ways in which 
the right to do as one likes with one’s own property has been curtailed over 
the course of time. The use of a wide range of specific types of property 
has been moderately circumscribed. Thus city building and health codes 



Fig. 102. Realized iiKoine from governaieiil, 1799-1938. PcrciMitage of total realized 
income. {Reproduced from Nalional Industrial Conference Btxird, "'Studies in Enterprise 
and Social Progress.") 

involve detailed regulation of the character and use of real property, and 
the disposal of property by will is carefully limited by law. The right of 
the state to take property by taxation has always been recognized, but the 
extent to which this right has been employed and used to alter the distribu- 
tion of real income has greatly increased (see the chart on this page). The 
right of eminent d(3main has also been granted for a growing variety of 
purposes. At times, practically if not in the technical legal sense, the state 
has not hesitated at aclion that destroyed private property values on a 
vast scale, as in the abolition of slavery, Ihe adoption of prohibition, or 
the recent devaluation of the dollar. On the other hand, the Fourteenth 
Amendment of the Constitution, as interpreted by the courts and supple- 
menting the Fifth Amendment, has proved a great bulwark of defense 
against many attempted inroads on such rights. Thus private property 
remains only rather slightly modified as one of the basic institutions of the 
economic order. 

Much the same could be said concerning freedom of private enterprise. 
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though here the growth of governmental limitations has been distinctly 
more marked. Some pursuits have been forbidden altogether, and a rapidly 
growing number are debarred to those unable to secure the requisite license. 
Previously, only a small proportion of the restrictions on freedom of action 
in business have been noted, mostly instances of Federal, some of state, 
but very few of local government interference. We need only recall the 
laws regulating banking, insurance, railroads and other public utilities, 
shipping, labor conditions, stock or commodity exchanges, trusts, and 
public health to suggest the expansion of such restrictions wherever it was 
deemed socially desirable. 

Finally, the competitive system, though still basic in the economic order, 
has undergone substantial changes. In fact, the system never provided 
many markets where conditions approximating perfect competition pre- 
vailed; more or less imperfect competition has been the rule rather than 
the exception. Yet the scope and intensity of competition have varied sub- 
stantially from period to period, steadily increasing until near the close 
of the last century, since when the trend has been reversed. Yet the end of 
the competitive system still seems more distant than many claim. 

Our history shows that the government has often sought to alter the 
conditions under which competition was allowed to operate. In industries 
like public utilities where the wastes of competition appeared to outweigh 
the gains, the system of regulated monopolies was adopted. In other cases 
a monopoly was granted to provide an incentive to effort, such as a patent, 
copyright, or the early grants for bridges, manufactures, and railroads. 
Until very recently, however, the popular fear of monopoly has been such 
that legislation more frequently sought to prohibit monopolies and to 
create conditions tending to lesvsen the imperfections in the competitive 
system. 

In Chap. I it was stated that all economic transactions had a reaction 
upon the distribution of wealth or income and that all private business was a 
struggle between the participants to secure a larger income. It has just 
been indicated that the basic institutions shaping the conditions under 
which this struggle was carried on underwent only very moderate altera- 
tions. We can now profitably look back to note the activities of a few of the 
leading groups participating in this struggle, though it must be emphasized 
that the number of such groups was legion. A striking feature here is the 
growing tendency of various groups to organize to secure the power and 
resources of united action for promoting their economic interests, both in 
the arena of business and, by means of legislation, in the political arena. 

Reviewing our history, we see how, as employers gained in power over 
wage earners with the increased size of the business unit, the workers 
organized their unions to offset this. Then, as the unions grew in power, 
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the employers in turn formed their associations, and in time unions and 
employer associations in varied industries each united in still larger or- 
ganizations to oppose one another on a broader front which also included 
the political arena. The conflict between debtor and creditor groups was 
constantly reappearing in the struggle to obtain easy credit and cheap 
money. Landowners and landlords opposed the demands of the landless for 
free access to the public domain and of tenants for easier terms of rent. 
Even within each of these groups there were internecine conflicts: trade- 
unions had their jurisdictional disputes, capitalist lenders were in keen 
rivalry over investment opportunities, as were la lords in their efforts to 
secure tenants. 

There was the all-pervading rivalry among differ^^nt industries in their 
effort to attract the customer’s dollar; innumerable trade, professional, 
agricultural, and other associations weie organized to promote each in- 
dustry’s interest in its dealings with others. Wood, coal, gas, oil, and elec- 
tricity competed with one another for various uses. The stagecoach drivers, 
ferrymen, and innkeepers opposed can ''is, bridges, and railroads; the rail- 
roads fought improved waterways and motor vehicles; trade-unions re- 
stricted the use of more efficient machinery; small retailers fought chain 
stores, mail-order houses, and cooperatives, just as improvements of all 
sorts were apt to be opposed by groups that might suffer from their intro- 
duction. Also, within each industry, except as monopolistic practices 
developed, there was the constant struggle for business among the indi- 
vidual concerns. 

Similarly, one must be impressed with the endless conflicts between 
different geographical areas and the efforts of groups in each area to secure a 
larger share of the national income. There was the opposition between the 
rural farming region and the town and that between the town and the 
large city. Different cities vied with one another to attract industry and 
trade and formed chambers of commerce to promot e local interests. More 
frequent was the rivalry among the different states, constantly reflected 
in state legislation concerning labor conditions, banking, corporations, 
taxation, and many other subjects. 

This rivalry was far more obvious among Federal activities in the form 
of economic sectionalism, which became a dominant factor in shaping both 
political and economic history. It was the basis of the conflicts between the 
North and the South or between the East and the West. As far as Federal 
action was concerned, the most important and continuous economic group 
conflict in our history was that between the wealthy, industrial, and com- 
mercial sections of the East and the poorer agricultural sections of the 
South and the West. The rivalry between domestic and foreign interests 
was also reflected in Federal action designed to check imports, stimulate 
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exports, aid shipping, protect labor against immigrants, and assist or safe- 
guard American investments abroad. Outside of private business in the 
field of governmental action in providing goods and services, there was 
also a constant conflict between the groups that paid most of the taxes and 
those receiving most of the benefits for which the tax proceeds were used. 

What were the general effects of these developments in the struggle over 
the distribution of income taking place in an institutional framework that 
underwent but moderate change? Among the factors of production the 
return to labor per unit of service showed a decided upward trend; that 
which went to capital, though subject to considerable fluctuation, showed a 
moderate decline. In the case of both rent and profit, the factors affecting 
the return to each piece of land or to each entrepreneur were so varied that 
no generalization seems possible. Though urban sites as a whole showed a 
marked upward trend in rent, individual plots were subject to the greatest 
vicissitudes; much the same was true of farming land, but the rent on land 
valuable for such resources as virgin timber or minerals tended upward. 
The greater responsibilities and opportunities of entrepreneurs created 
possibilities for both greater profits and greater losses than ever. 

The outcome of all this in recent years, as far as the general pattern of 
income distribution is concerned, was shown by the charts on page 880. 
Lack of data makes it impossible to say how this pattern differed from that 
of the period before 1860. Estimates based on later data indicated there 
was little change in the pattern between 1865 and about 1900 but that 
since then, chiefly in the more recent years, there has been some trend 
toward a more even distribution of income. In effecting this, the develop- 
ment of the progressive income, the estate and gift taxes, and the reform 
measures of the New Deal played an important part. 

To the extent that a less uneven distribution of private income has been 
obtained, we may conclude that the average of the standard of living has 
been raised. To this gain should also be added that resulting from the action 
of the government and of philanthropic organizations in supplying free 
goods and services, which was very substantial. Nonetheless, this historical 
summary indicates that much less progress was made in furthering a more 
desirable distribution of the nation’s income than was made in increasing 
the per capita national income and that, until very recently, the problem 
of distribution was seriously neglected. 

Some Common Causes of 'Mistakes and Failures. Thus far this 
chapter has attempted to analyze the main factors and developments re- 
sponsible for the rising standard of living achieved by the American people. 
Although it is essential for the purpose of social control and guidance in 
the future to understand just what made this achievement possible, it is 
also desirable to look back over our history to try and learn why this 
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achievement was not even greater. There has been frequent note in preceding 
chapters of action by the state that seemed unwise; some generalizations 
as to the most common causes for such errors will therefore provide addi- 
tional guidance for future social control. It should be noted, however, that 
this will relate only to the type of social action that took the form of legis- 
lation; it does not cover the causes for failure to attain a higher standard of 
living due to such things as ignorance, bad judgment, and numerous forms 
of unsocial economic activities on the part of producers in the conduct of 
their business, except as such things affected legislation. 

One of the most frequent causes for the mistai^<^s and failures of legisla- 
tion has been the ignorance of economics or the practice of ignoring it. 
Only too frequently in formulating laws there was little efiort to study the 
problem and to analyze its causes or the economic forces and principles 
involved; yet without this it was mere chance if the legislation did not 
prove a dismal failure. Americans seem to have had a sublime faith in the 
efficacy of a mere law; this was equaled only by their readiness to break the 
law the moment it interfered with Ihei*- pai ucular interest. It may not be 
impossible to enforce a law, whether good or bad, that runs contrary to 
powerful economic forcjes; but it is certain to require an extremely strong 
administrative arm of the government to do so. And a law, formulated 
regardless of the economic forces that it seeks to control, is more likely to 
prove bad than good in its consequences. 

Our history is strewn with illustrations of laws that proved more or less 
futile, if not unwise, because of this defect. In colonial times there was the 
constant violation of the Navigation Acts, the complete failure of the 
Molasses Act, the futility of the attempts to regulate wages, and the 
inability of much of the currency legislation to accomplish all that was 
sought. The fiasco of the effort to control prices during the Revolution 
provides a striking case. In the subsequent period, there is scarcely a field 
of economic legislation that cannot provide many illustrations of similar 
errors. The sooner it is recognized that there is no way of legislating our- 
selves into an economic millennium and that any law which hopes to make 
progress in that direction must consider the economic forces with which 
it has to deal, the faster will be the progress made. 

Another result of the ignorance concerning, or the neglect of, economics 
has been the tendency to exaggerate the consequences attributed to either 
existing or proposed legislation and so mislead the people. This was most 
noticeable whenever an economic issue became prominent in politics and 
propaganda was widespread. The tariff controversy affords a striking illus- 
tration of this, or the endless panaceas advanced to save the country from 
one or another evil. The businessman has been especially prone to attribute 
results to laws out of all relation to their actual effects, particularly when 
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they were laws he disliked. At best it is often difficult to determine the 
effect of legislation in the complex interaction of economic forces; but 
unless ignorance and deliberately misleading propaganda can be overcome, 
mistakes in social control of economic affairs will continue to be frequent. 

A second prominent cause for much legislation undesirable in its effects 
upon the standard of living has been the great influence exerted by various 
producer groups to secure laws favorable to their interests and the very 
common failure to protect the interests of consumers, despite the fact that 
the interest of the consumer in securing a higher standard of living is the 
ultimate economic objective of the productive process. Though less serious 
a matter, even the producer-group interests that lack effective organization 
and political power are apt to suffer similarly. Whereas the economic order 
may properly be controlled and economic sacrifices made to promote such 
objectives as national defense, public morals, or other social ideals, too 
frequently such ideals are advanced as a blind by selfish interests and pro- 
vide no adequate justification for the action taken. 

In the last analysis, the consumer has only himself to blame for this 
neglect of his interests. He himself is always dominated in his action by his 
particular interest as a producer, whether he is a farmer, a manufacturer, a 
capitalist, or a laborer. His ultimate interest as a consumer is spread over 
all the goods and services his family consumes, and any specific law is 
likely to affect only a few of these things. Even if he knows what that eflect 
will be, which is seldom the case, it is commonly so small an item in the 
total of his living expenses that he will not bother to do anything about it. 
Consequently consumer organizations have never secured widespread and 
consistent support. 

Theoretically, the lawmakers are supposed to look after the consumers’ 
interests as an essential factor among the things that constitute the general 
welfare. Practically, as is only too clear in our history, they are subject to 
the strong pressure of the well-organized producer groups, especially those 
of their own constituency, while any appreciable pressure from consumers is 
very rare. Also, the lawmakers may be almost as ignorant of the consumer’s 
interest as the consumer himself, and his conception of the producer’s inter- 
est is likely to be determined by that of his own constituency rather than 
that of the nation. In addition, legislative action is constantly shaped by 
party politics and the objective of securing power for one or another political 
party; the effects of this in an election year are notorious. We need only 
recall the logrolling, the bargaining of special interests, and the pork-barrel 
type of legislation, to say nothing of the graft and corruption — practically 
always owing to producer interests — as illustrating the point. 

Each producer group has its own dominant interest; the great interests of 
consumers are for the most part common interests. Everybody is a con- 
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sumer, and the old saying that everybody’s business is nobody’s business 
is nowhere more strikingly illustrated than in the history of our economic 
legislation. This does not imply that consumer interests are never dominant 
in shaping laws, but only that such is far too seldom the case. Nor does it 
imply that producer interests should be ignored. It does imply that all 
producer interests rather than a few should be considered and that even 
then the consumer long-run interest should be the ultimate determining 
factor as far as purely economic objectives are involved. 

Another cause for failure to accomplish more, though one for which better 
excuses can be found, has been the general lock of attempts at farsighted 
planning on a comprehensive scale and the tendency to be content with 
temporizing or to let matters drift until a crisis compelled action, which 
too often turned out to be hasty and ill advised. To be sure, in some limited 
field people often .tried to look ahead and plan accordingly, yet nearly 150 
years passed before the country even attempted such a broad survey of 
current trends and the lines of action the> involved as those initiated by 
Hoover and F. D. Roosevelt. Under the dijminantly laissez-faire policy, 
but also in part owing to the division of governmental powers, the railroad 
system with its duplications and different gauge tracks was built without 
effective coordination, the banking system was at times chaotic and still 
lacks needed centialization, wartime planning was always inadequate, the 
public land laws were shortsighted, the tariff was made the football of 
temporary, shifting conditions, cities grew heedless of the problems they 
were creating. This list could easily be extended. 

That more farsighted planning was needed and might have accomplished 
much is clear. Yet we must admit that, in an age of such rapid changes in 
the economic order, successful planning would have required the highest 
type of scientific imagination. A survey of our history indicates that, among 
the developments most likely to upset careful efforts at planning, two were 
outstanding: war and those due to the progress of science and technology. 
How temporary conditions arising out of war often led to changes that 
endured long after those conditions had passed can frequently be seen. 
Such changes are prominent in legislation originating in postwar depres- 
sions, or that affecting money and banking and fiscal policy. Had it not 
been for the various postwar boosts in tariff duties, the general level of 
duties would presumably have remained much lower. In the long run, 
however, it is the changes originating in the advance of science that pro- 
duce the most revolutionary effects and present the most serious obstacle 
to success in efforts at farsighted planning. 

Finally, there are several other causes for failure to accomplish more that 
have their origin in the general character and framework of our govern- 
ment. The nation has chosen a democratic type of government with a 
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representative system and a written constitution as the best means for 
attaining its ideals. Yet, like every other type of government, this is not 
free from imperfections, and it is essential these should be recognized in 
order, as far as possible, to guard against their undesirable results. 

In addition to the points already noted, which in part go back to this 
same cause, certain others should at least be mentioned. One is the slownass 
with which needed legislation is secured. It is a commonplace that our laws 
are 25 years or more behind the times. Doubtless it is an excellent maxim 
to make haste slowly, but in the rapidly changing economic order of the 
past 150 years, our democracy seems to have overdone this. In part it is a 
product of ignorance, inertia, and a widespread unwillingness to make the 
effort necessary to assume the responsibilities of citizenship. People are 
slow to recognize the rise of a new problem and still slower to act in securing 
the needed legislation. Even when secured, the laws may run afoul of the 
courts — possibly desirably so and possibly not. The country was also slow 
to recognize the importance of developing a well-trained, adequately paid 
group of civil servants, especially in local and state government. The spoils 
system led to inefficiency; inadequate pay repelled the competent and 
promoted corruption. 

The system of written constitutions made difficult of amendment, com- 
bined with a judiciary brought up under the prevailing type of legal train- 
ing, was another source of failure in an age of rapid economic change, 
though it also helped to check unwise and hasty action. No government 
not well adapted to the existing economic order can perform its many 
essential economic functions efficiently. Adaptation has proved easiest in 
the case of local government; amendment of state constitutions was often 
difficult and complete revision far more so. That the Federal Constitution 
has survived to this day with so few amendments, despite the revolution 
in the economic order, is the greatest tribute to the wisdom of the founders. 
Yet nobody who has watched the efforts of forty-eight competing states 
or the devious indirect means to which the Federal authority has ^ad re- 
sort when trying to deal with economic problems that had become national 
in character, would claim that the particular division of powers adopted 
in 1787 was well suited to the needs of today. 

There seems every reason to believe that in the future wise and efficient 
guidance of our economic affairs will prove more important than ever. If we 
take one final glance back over our economic history and ask what contrib- 
uted most to advancing the standard of living, we might single out two 
things. Clearly recognizing that everything reacted on nearly everything 
else and that the achievement was the cumulative effect over time of this 
infinitely complex interaction, we might still pick out as of outstanding 
influence: (1) a virgin continent of remarkably rich and varied resources 
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and (2) i,he progress of science and technology, which made available to an 
energetic people, de^siroiis of improving Iheir economic condition, facilities 
for developing these resources such as no j)eople had ever possessed there- 
tofore. 

Of these two, the second was by far the more important; without it, 
the achievement would have been relatively meager. In other words, the 
achievement was far more a product of man's learning how^ to cooperate 
better with nature by gaining and applying a knowledge of her laws than 
it was a product of learning how to secure a better cooperation between 
man and man, though the final outcome was dependent upon both proc- 
esses. And, although we cannot clearly separate or measure the eifects, 
it is unlikely that any great portion f>f this achievement ^ould be attributed 
to a marked superiority over other adA anced nations in the wisdom and 
ability with which our economic life wa* governed. After all, other nations 
less favorably circumstan(;ed also made rapid economic progress. 

Of particular signiQcance for the future is the fact that the peciiliarK 
favorable chance combination of these twx‘ things, which in the past laO 
years has raised the power and the standard of living of the nation to such 
a preeminent height, is something that, cannot be counted upon to endure. 
The nation’s natural resources relative to the population are still great and 
some, with proper care, may prove enduring. Others ha\e been sadl> 
depleted while more recently developed countries enjoy many of the advan- 
tages similar to those we posse^ssed in our youth. Though scientific knowl- 
edge may be expected to advance, it is seldom possible to contine it to one 
nation and nowadays, more (piickly than e\er, it becomes the propert> 
of all. 

In addition, other decided advantages enjoyed in the past seem destined 
to disappear. First, in the transit of civilization IVom the Old World to the 
New in the colonial period, it was easy to cast off much of the heritage of 
outworn social institutions and habits that tended to check social progress, 
and later independence made possible still more com])lete adjustment to 
the needs and ideals of the day. Hut with broadening social ideals and the 
swift changes in the economic order since that time, the country has been 
accumulating a heritage from its own past, sustained by inertia and the 
power of vested interests anxious to maintain the sfalu^ quo, which tends 
to check progrCvSS. Second, the geographic isolation with the comparsdive 
freedom and political security that it provided, once the nation attained 
maturity, were advantages of no slight economic significance, which recent 
developments show will be far less marked in the future. Finally, the grow- 
ing complexity and interdependence in both the ec/momic and the rest of 
the social order will necessitate a greater amount of social control than ever 
before. 
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Thus, facing a future in which the combination of circumstances so 
favorable to the rapid economic advance of the United Statas and its 
people cannot be expected to continue unchanged, it becomes increasingly 
important to secure wise and efficient control of the social processes. To 
further this objective by indicating what we can learn from past, experience 
about the causes for success or failure of ellbrls to promote economic 
progress, is the main, though by no means the only, purpose of the study 
of economic history. 
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Introductory Note. This condensed bibliography is designed to do two things: (1) It 
lists the chief available sources where one can find far more detailed bibliographies deal- 
ing with the main general topics covered in this volume than can be provided here. 
Books, other than pure bibliographies, particularly important for the broad scope of 
subject matter covered in their bibliography are indicated by an asterisk (•) before the 
title. (2) It seeks to list the most important books of a f •’•ly comprehensive character 
that deal with the main topics indicated by the general subject headings of the chapters. 
Although relatively few books confined to the more specialized phases of these topics 
have been mentioned, an effort has b^'o made to include the most important and a 
somewhat larger proportion of the more recent publications the titles of which might 
not be found in older bibliographical lists. For most monographs, journal articles, source 
material, and all works in foreign languages, the other bibliographies referred to should 
be consulted. 

To save frequent duplication in listing books, thi bibliography has been divided into 
two main parts. The first part, following the chronological division in this volume, lists 
the books of a more general character significant for each period or for the history as a 
whole. The second part is divided topically under the general headings suggested by the 
subjects of most chapters and lists the l)ooks dealing primarily with these topics or with 
some phase of them regardless of period. An exception is made in the case of topical 
studies important for only a brief period to which a special chapter is devoted, in which 
case they are generally listed under that period. Since many books do not fit into simple 
classifications, decision often has had to be arbitrary. The classification, although not 
exactly corresponding with the various chapter headings, approaches it closely enough 
so that for the purpose of easier reference the portions have been indicated where the 
material relating to each chapter will, for the most part, be found. 

In this revised edition, to include the more important publications since the first 
edition appeared and at the same time to reduce size, many of the items of narrower 
interest listed in the first edition have lieen omitted. 


Economic History: Its Character and Significance 
(Chap. I) 

For a \ery useful bibliography see E. E. Edwards, “References on Economic History 
as a Field of Research and Study,” Department of Agriculture, Bibliographical Con- 
tribution 31, Washington, 1936. An excellent article on economic history is in “Encyclo- 
paedia of the Social Sciences,” vol. 5. C. W. Wright, “The Nature and Objectives of 
Economic History,” The Journal of Political Economy y vol. 46, somewhat expands the 
views presented in Chap. I of this volume. Among the many books dealing with the 
economic interpretation of history the best presentation of a moderate viewpoint will 
be found in H. S6e, “The Economic Interpretation of History,” New York, 1929, and a 
book of the same title by E. R. A. Seligman, New York, 1922, the latter including more 
of a historical account. M. M. Bober, ‘“Karl Marx’s Interpretation of History,” 
Cambridge, 1927, is one of the most scholarly attempts to present and criticize Marx’s 
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views. Among other possible interpretations, the best antidote is provided by S. Mathews, 
“The Spiritual Interpretation of History,** Cambridge, 1916. 


The Physiographic Background and the Indians 
(Chap. II) 

Good descriptions of the country’s physical geography can be found in J. B. Smith, 
“Men and Resources: A Study of North America and its Place in World Geograjihy,’’ 
New York, 1937, or II. H. McCarty, “The Geographic Basis of American Economic 
Life,’* New York, 1940. A historical survey is provided by E. C. Semple, “American 
History and Its Geographic Conditions,** Boston, 1933. Special aspects are stressed in 
A. B. Ilulbcrt, “Soil: Its Influence on the History of the TJnit(‘d States,’’ New Haven, 
1030, and I. Bowman, “Forest Physiography,’’ New York, 1911. 

The aboriginal Indian life is described in C. Wissler, “The American Indian,’’ 3d ed.. 
New York, 1938. A short popular general history is given in E. Huntington, “The B(‘d 
Man’s Continent,’’ New Haven, 1910, and a sympathetic; narrative stressing problems 
in F. E. Leupp, “The Indian and His Problems,’’ New York, 1010. 


Gknkuai. Works 

For a wide range of topics and bibliographi(*al rc‘f<‘renees, consult E. B. A. Seligrnan, 
ed., “Encyclopaedia of the Social Sciences,’’ 15 vols., New York, 1930-1935; A. Johnson, 
cd., “Dictionary of American Biography,’’ 21 vols., New York, 1928-1944, and J. T. 
Adams, ed., “Dictionary of American History,’’ 6 vols.. New York, 1940. The best 
compilation of bibliographies is H. P. Beers, “Bibliographies in American History,’’ 
2d ed., New York, 1942. The Statistical Abstract of the United States, published annually 
by the Bureau of the Census, provides an indispensable collection of statistical data, 
the most important series being carric*d back as far as practicable; and the sources indi- 
cated. Ij. F. Schmeckebier, “(iovernment Publications and Their Use,’’ 2(1 ed., Washing- 
ton, 1939, is an t'xcellent guide to this matcTial. Maps and graphs (X)V(Ting economic as 
well as other material can be found in C. (). J^aullin, “Atlas of the; IIistori(;al Geography 
of the Unit(3d States,’’ Washington, 1932; C. L. and E. H. lx)rd, “Historical Atlas of the 
United States,’’ New York, 1940, and J. T. Adams, “Atlas of Anieri(;an History,’’ New 
York, 1943. 

For general textbooks and similar works on Anu^rican economic history, consult 
E. E. Edwards, “List of American I^conornic Histories,’’ Department of Agriculture, 
Bibliographical Contributions 27, 2(1 ed., Washington, 1939. Among colh'ctions of read- 
ings G. S. Callend('r, ed., “Sel(;ctions from the Economic History of the United States, 
1765-1860,’’ Boston, 1909, is notable for the interpretive grasp and insight of the editor’s 
brief introductions to each chapter which are very valuable. A much wider range of 
selections is offered in both F. Fliigel and H. U. Faulkner, eds., “Readings in the Eco- 
nomic and Social History of the United States, 1773-1929,’* New York, 1929, suid E. L. 
Bogart and C. M. Thompson, eds., “Readings in the Economic History of the United 
States,’’ New York, 1916, the latter covering the colonial period as well. Though not 
confined to the United States, an excellent account of the reaction of changing stages of 
capitalism on busine.ss enterprise is in N. S. B. Gras, “Business and Capitalism,’’ New 
York, 1939; a brief outline of the American development is given in his Introduction to 
“Case Book in American Business History,** New York, 1939. Frankly supporting the 
American free enterprise system are C. Snyder “Capitalism the Creator,’’ New York, 
1940, and Economic Principles Committee, National Association of Manufacturers, 
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“The American Individual Enlcrpriae System,” 2 vols,, New York, 1946. A useful 
summarization of the writings of American theorists and others, eventually to be brought 
down to date, is offered in J. Dorfman, “The Economic Mind in American Civilization, 
1606-1865,” 2 vols.. New York, 1946. The South is the only large section for which there 
is a general economic text, as in E. Q. Hawk, “The Economic History of the South,” 
New York, 1934. Volumes 5 and 6 of “The South in the Building of the Nation,” Rich- 
mond, 1909, have articles of varying value on the same field. 

For the general background of political and social history, S. E. Morison and H. S. 
Commager, “The Growth of the American Republic,” 3d ed., 2 vols.. New York, 1942, 
is a broad, balanced, and well-written text. A broader survey of cultural aspects of Amer- 
ican life with considerable stress on economic influences is C. A. and M. R. Beard, “The 
Rise of American Civilization,” 2 vols., New York, 19?'^' which is continued in “America 
in Midpassage,” 2 vols.. New York, 1939. Various reactions of business enterprise on 
society are covered in T. C. Cochrane and \V Miller, “The Age of Enterprise: A Social 
History of Industrial America,” PJ^ew ’Voik, 3942. The most extensive and useful general 
histories are two series the individual volumes of which are written by different authors 
and so vary in value. A. B. Hart, ed., *“Tlie American Nation Series,” 28 vols., New 
York, 1904-1908, is almost exclusively political in character. The cTilical bibliographies 
are good for material available ip to Ih*' dateol publication. M. Schlesinger and D. R. 
Fox, eds., *“A History of American Life,” 12 vn’s.. New York, 1927-1914, best reflects 
the current trend to broaden th<^ scope of history to include the whole of a nation’s 
culture, and has excellent bibliographies. M. Curti, “The Growth of American Thought,” 
New York, 1943, best surveys intellectual history. R. If. Gabriel, ed., “The Pageant of 
America: A Pictorial TlisUry of the United Stat(‘s,” 15 vols.. New Haven, 1925-1929, is 
unexcelled for its colletdion of pictorial material; several volumes cover various phases 
of economic life and all have running comments. A collection arranged by periods is 
J. T. Adams, ed., “Album of American History,” 4 vols., New York, 1944-1948. L. M, 
Hacker, “The Triumph of American Capilalism,” New York, 1940, stresses the reactions 
of the rise of capitalism, partly in prot<*st against overemphasis of the frontier influeiw^e, 
but gives little space to the period after 1865. It can well be supplemented by A. N. 
Holcombe, “The Middle Class in American Politics,” Cambridge, 1940, and F. J. Turner, 
“The Significance of Sections in American History,” New York, 1932. 


Thk WonuD BACKC.noiJivD; Genebap 
(Chaps. Ilf, XVT, and XXVIl) 

W. H. Allison and others, eds., “A Guide to Historical LitcTalure,” New York, 1931, 
includes sections on economic history. General survey texts are H. Heaton, “Economic 
History of Europe,” New York, 1936, and S. B. Clough and C. W. Cole, “Economic 
History of Europe,” 2d ed., Boston, 1947. A more detailed account of the later period 
is W. Bowden, M. Karpovitch, and A. P. Usher, *“An Economic History of Europe 
Since 1750,” New York, 19374 For England, the best works are E. Lipson, “The Eco- 
nomic History of England,” rev^ ed., 3 vols., London, 1943, which carries the account 
through the age of mercantilism; P. Mantoux, “The Industrial Revolution in the 
Eighteenth Century,” 2d ed., New York, 1927; J. H. Clapham, “An Economic History 
of Modern Britain,” 3 vols., Cambridge, 1926-1938, which covers the period 1820-1914 
with great thoroughness. J. B. Williams, “A Guide to the Printed Materials for English 
Social and Economic History, 1750-1850,” 2 vols.. New York, 1926, is an indispensable 
annotated bibliography. The *“Cambridge History of the British Empire,” 8 vols., 
Cambridge, 1929 — , includes economic developments. The best book on Canada is 
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M. Q. Innis, “An Economic History of Canada,” Toronto, 1935. A mass of material for 
the period since 1867 is in the Report of the Royal Commission on Dominion-Provincial 
Relations, 3 vols., Ottawa, 1940, and its accompanying documents, App. 3 being par- 
ticularly illuminating. In the series directed by J. T. Shotwell on “The Relations of 
Canada and the United States,” 25 vols.. New Haven, 1937-1945, many volumes deal 
with economic matters. 

For Australia, see B. Fitzpatrick, “British Imperialism and Australia, 1783-1833,” 
London, 1939, and “The British Empire in Australia, 1834-1939,” Melbourne, 1941. 
For India on the modem period, V. Anstey, “The Economic Development of India,” 
London, 1936. For South Africa, see M. H. de Kock, “Selected Subjects in the Economic 
History of South Africa,” Cape Town, 1924, and “The Economic Development of South 
Africa,” London, 1936. For modern Japan, see E. B. Schumpeter, ed., “The Industriali- 
zation of Japan and Manchukuo,” New York, 1940, and G. C. Allen, “A Short Economic 
History of Modern Japan, 1867-1937,” London, 1946. For nineteenth-century France 
and Germany, see J. H. Clapham, “The Economic Development of France and Ger- 
many, 1815-1914,” 4th ed., Cambridge, 19,36. A. C. de Breycha-Vauthier, “Sources of 
Information; A handbook for the Publications of the League of Nations,” London, 1939, 
is a guide to a mass of recent material. 


General Works on Particular Periods 

For each period, the related volumes in “The American Nation” series and the 
“History of American Life” series, previously cited, should be (insulted. 

For the colonial period, two good general texts are 0. P. Chitwood, *“A History of 
Colonial America,” New York, 1931, and C. P. Nettels, “The Roots of American Civiliza- 
tion,” New York, 1938, the latter covering the field topically. The works of H. L. Osgood, 
“The American Colonies in the Seventeenth Century,” 3 vols.. New York, 1904-1907, 
and “The American Colonies in the Eighteenth Century,” 4 vols.. New York, 1924r-1925, 
are unsurpassed in their field and, though devoted chiefly to political institutions, have 
much of economic interest. C. M. Andrews, “The Colonial Period of American History,” 
4 vols.. New Haven, 1934-1938, stresses certain phases of the English background, the 
last volume dealing with mercantilism. E. F. Heckscher, “Mercantilism,” 2 vols., Lon- 
don, 1935, is the best study of this subject. For a general survey of English colonial 
policy down to 1783, see vol. I of the ^“Cambridge History of the British Empire,” 
Cambridge, 1929. K. E. Knorr, “British Colonial Theories, 1570-1850,” Toronto, 1944, 
is an excellent analysis. A still useful collection of factual material but poorly organized 
is W. B. Weeden, “Economic and Social History of New England, 1620-1789,” 2 vols., 
Boston, 1890. P. A. Bruce, “Economic History of Virginia in the Seventeenth Century,” 
2 vols.. New York, 1895, is a painstaking work. E. A. J. Johnson, “American Economic 
Thought in the Seventeenth Century,” London, 1932, best covers this topic. C. Briden- 
baugh, “Cities in the Wilderness, 1625-1742,” New York, 1938, has much of economic 
interest. Particularly enlightening on business conditions as well as on prices is A. 
Bezanson, R. D. Gray, and M. Hussey, “Prices in Colonial Pennsylvania,” Philadelphia, 
1935. 

General works of importance for the periods 1763-1815, the Civil War, and after 1914, 
to which special chapters are devoted, are listed under separate headings which follow 
this section. 

For the period 1815-1860, W. B. Smith and A. H. Cole, “Fluctuations in American 
Business, 1790-1860,” Cambridge, 1935, is essential and has much statistical data. 
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“Eighty Years’ Progress,” Hartford, 1869, has useful essays on many topics. J. D. B. 
De Bow, “Industrial Resources and Statistics of Southern and Western States,” 3 vols.. 
New Orleans, 1852-1853, is a useful collection of material. J. B. McMaster, “History of 
the People of the United States,” 8 vols.. New York, 1888- 1913, though poorly organized, 
has much of economic interest. 

For the period since 1860, useful annual surveys of events are “Appleton’s Annual 
Cyclopaedia,” New York, 1868-1903, and “The American Year Book,” New York, 
1911 — (except 1920-1924). The Public Affairs Information Service, Bulletin, New York, 
1915 — , is invaluable as an index of current publications in this field. Short accounts of 
many activities not readily found elsewhere are in C. M. Depcw, ed., “One Hundred 
Years of American Commerce,” 2 vols.. New York, 1895. “The Tenth Census of the 
United States,” 22 vols., Washington, 1883-1888, is uninue in offering a historical survey 
of many of the topics covered. D. A. Wells, “Recent Economic Changes,” New York, 
1889, competently discusses current trectls. The Reports of the U.S. Industrial Commis- 
sion, 19 vols., Washington, 1900-190?. present a mass of ecx)nomic material which is 
summarized in the final volume. The Report of the Presidents* Resear(!h Committee, 
“Recent Social Trends in the United Statens, 2 vols., New York, 1933, together with the 
thirteen special monographs, is unique as the first comprehensive stiidy of social trends 
designed to guide in shaping national Policies. Similar work of narrower scope is found 
in the vwious reports of the i^ational Resourct < Commit tc(5, Washington, 1935-1941. 
A useful collection of statistical data and charts is National Industrial Conference Board, 
“Studies in Enterprise and Social Progress,” New York, 1939. The numerous statistical 
studies of the National Biueau of Economic Research are indispensable for this period. 


The Revolutionahv Period, 1763-1783 
(Chaps. XI and XII) 

As yet no adequate study of economic conditions during this period has been made. 
An excellent monograph on one phase is A. M. Schlesinger, “Colonial Merchants and 
the American Revolution, 1763-1776,” New York, 1918. Another phase is well covered 
in C. M. Alvord, “The Mississippi Valley in British Politics, 1763-1775,” Cleveland, 
1917, and T. P. Abernethy, “Western I.mids and the American Revolution,” New York, 
1937. General in scope are C. L. Becker, “The Eve of the Revolution,” New Haven, 
1911, ably written; C. M. Andrews, “The Colonial Background of the American Revo- 
lution,” New Haven, 1924, also excellent; and C. H. Van Tyne, “The Causes of the War 
of Independence,” New York, 1922. J. C. Miller, “Origins of the American Revolution,” 
BosUm, 1943, surveys the contemporary disc-ussioiis, and R. B. Morris, ed., “The Eve 
of the American Revolution,” New York, 1939, includes a number of excellent articles. 

For the war effort, sec V. L. Johnson, “The Administration of the American Com- 
missariat during the Revolutionary War,” Philadelphia, 1941, and C. 0. Hatch, “The 
Administration of the American Revolutionary Army,” New York, 1904. R. A. East, 
“Business Enterprise in the Revolutionary Era,” New York, 1938, throws light on war 
contracts and business methods. W. G. Sumner, “The Financier and Finances of the 
Revolution,** 2 vols.. New York, 1891, which centers about Morris, is still useful. V. G. 
Setser, “The Commercial Reciprocity Policy of the United States, 1774-1829,** Phila- 
delphia, 1937, is best on that subject. A. Nevins, “The American States during and after 
the Revolution, 1775-1789,’' New York, 1927, is important in a neglected field. J. F. 
Jamieson, “The American Revolution Considered as a Social Movement,” Princeton, 
1926, is an admirable summary. 



916 


BIBUOGRAPHY 


The Confederation and the Constitution 
(Chap. XllI) 

For these years, the works by Neviiis and Setser, cited above, are valuable. Lord 
John Sheffield, “Observations on the Commerce of the American States,” 6th ed., 
London, 1784, is important for its statistics and as reflecting the view that dominated 
British poli<;y as is also Society of Ship Owners of Great Britain, “Collection of Interest- 
ing and Important Reports and Papers on the Navigation and Trade of Great Britain,” 
T.iondon, 1807. 

M. Farrand, “The Framing of the Constitution of the United States,” New Haven, 
1913, is a well-balanced account by the editor of the Convention’s records. C. A. Beard, 
“An Economic Interpretation of the Constitution of the United States,” New York, 
1913, stresses the economic influences; they are minimized in C. Warren, “The Making 
of the Constitution,” 2d ed., Boston, 1937. The do(;ument is viewed from a wide range 
of angles in C. Read, ed., “The Constitution Reconsidered,” New York, 1938. 


The Period 1789-1815 , 

(Chaps. XIV and XV) 

For price movements, always irrifiortant but particularly so for these years, see refer- 
ences under money; for trade and shipping the previously cited works by Setscr and the 
Society of Ship Own(*rs, and for general business (conditions that of Smith and Cole. 
Collections of statistical data are found in A. S(*ybert, “Slatisticcal Aimals of the Unit(*d 
States,” Philadelphia, 1818, and T. Pitkin, “Statistical View of the United State's,” 2d 
ed.^New IIav(*n, 1835. Tench Coxe, “A View of the United States of America,” Phila- 
delphia, 1794, is a good contemporary survey. For the European background, see 1^. F\ 
Heckscher, “The Continental System,” Oxford, 1922; for the domestic, scene, there is 
the outstanding work of H. Adams, “History of the United States of America during the; 
Administration of Thomas Jclhirson,” which is carried on through Madison’s adminis- 
tration, 9 vols., New York, 1889-1891, though economic conditions arc rather slighted. 


The Civin War 
(Chap. XXVHI) 

E. D. Fite, “Social and Industrial Conditions in the North during the Civil War,” 
New York, 1910, is the only general survey, but is more descriptive than analytical. For 
the South, J. C. Schwab, “The Confederate States of America, 1861-1865,” New York, 
1901, is the best survey, though concentrating on finance*, and (ran lx* supplemented by 
C. W. Ramsdt'll, “Behind the Lines in the Southern Confederacy,” Baton Rouge, 1944. 
F. A. Shannon, “The Organization and Administration of the Union Army, 1861-1865,” 
2 vols., Cleveland, 1928, is excellent. W. C. Mitchell, “A History of the Greenbacks,” 
Chicago, 1903, is indispensable for price movements. E. P. Oberholtzer, “Jay Cooke, 
Financier of the Civil War,” is a painstaking study. Among general histories J. F. 
Rhodes, “History of the United States, 1850-1877,” 7 vols., is the most detailed, but 
slights economic affairs; J. B. McMaster, “A History of the People of the United States 
during Lincoln’s Administration,” New York, 1927, is in his characteristic manner; and 
J. G. Randall, *“The Civil War and Reconstruction,” Boston, 1937, is the best recent 
study. 
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Tiie First Wori.d War 
(Chap. XLII) 

The most detailed survey of the emnomic phases of the American effort, though still 
limited in scxipe, is B. Crowell and R. F. Wikon, “How America Went to War,” 6 vols , 
New Haven, 1921. I. IJppincott, “Problems of Reconstruction,” New York, 1919, is a 
useful survey chiefly devoted to war problems other than financial, and L. P. Ayres, 
“The War with Germany,” Washington, 1919, cxfliects statistical data. The extensive 
Carnc^gie series, J. T. Shotwell, ed., “Kconomic and Social History of the World War,” 
is devoted chiefly to foreign countries, but includes W. G. Leland and N. D. Mereness, 
“Introduction to the American Official Sources for the Kcxmomic and Social History of 
the World W'ar,” New Haven, 1926; J. M. Clark, “Tiu. Cost of the World War to the 
American People,” New Haven, 1931; and W. D. Hines, “War History of American 
Railroads,” New Haven, 1928. For the War Industries Board s work, G. B. Clarkson, 
“Industrial America in the World WtAi,” Boston, 1923, is important and, in their respec- 
tive fields, C. O. Hardy, “War Time Contro' of Prices,” Washington, 1923; W. C. Miil- 
lendore, “History of the U.S. Food Administration, 1917-1919,” Stanford, 1941; and 
W. W. Willoughby. “Government Organiza'lon in War Time and After,” New York, 
1919. 


The Post\v\i\ Dfcaoe, the Depression, and the New De\i„ 

(Chap. XLHI) 

The best economic survey of the 1920’8 is The Pr(*sid(^nt’s Conference on Unemploy- 
ment, “Recent Economic Changes in the United States,” 2 vols.. New York, 1929. The 
world situation is cov(*red in The League of Nations, “Course and Phases of the Ecxi- 
noniii; Depression,” Geneva, 1931. For subsequent years, consult the Ijcague’s annual 
“World Economic Survey,” Geneva, 1932 — . For its period, H. V. Hodson, “Slump and 
Recovery, 1929- 1937,” I^ndon, 1938, is excellent. 

Relatively few scholarly studies of the New Dt‘al effort are as yet available. L. S. Lyon 
and others, “The National Recovery Ailininistration,” Washington, 1935, is the best 
analysis of this subject. J. S. Davis, “On Agricultural l*oli<*y, 1926-1938,” Stanford, 
1939, is exc<‘llent. Two studies of the Twentieth Century Fund, “The Internal Debts 
of the United States,” New York, 1933, and “Debts and Recovery,” New York, 1938, 
carefully survey one factor in the difficulties. A. H. Hanson, “Full Recovery or Stagna- 
tion,” New York, 1938, presents an influential point of view. J. D. Paris, “Monetary 
Policies of the United States, 1932-1938,” New York, 1938, and F. D. Graham, “Golden 
Avalanche,” Princeton, 1939, criticize the government’s policy. A. W. Crawford, “Mone- 
tary Management under the New Deal,” Washington, 1940, is better for the political 
background than for economic analysis. J. C. Brown, “Public Relief, 1929-1939,” New 
York, 1940, best surveys this topic. B. Rauch, “The History of the New De*al,” New 
York, 1944, is a political rather than e<x)nomic analysis. S. Bell, “Productivity, Wages 
and National Income,” Washington, 1940, is a careful statistical study. 

The Second W'^ori.d War 
(Chap. XLIV) 

Until the large number of official histories of the various wartime agencies now under 
preparation have been published and critically studied, the chief reliance must be upon 
the reports and publications of these agencies during the war years. For these, see J. R. 
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Wilcox, “OIBcial War Publications: A Guide to State, Federal, and Canadian Publica- 
tions,” 9 vols., Berkeley, 1941-1945. For a day-to-day record of governmental actions, 
see “The Federal Register,” and for comprehensive statistics on economic conditions see 
the monthly “Survey of Current Business” of the Department of Commerce. W. Millis, 
ed., “The War Reports,” Philadelphia, 1947, conveniently gathers together, with slight 
cuts, the official reports of the heads of the army, the army air force, and the navy. 
D. M. Nelson, “Arsenal of Democracy,” New York, 1946, describes the work and prob- 
lems of the War Production Board as seen by its head. E. R. Stettinius, Jr., “Lend 
Ijease,” New York, 1944, gives a broad popular account of operations while the author 
was in charge, and L. H. Campbell, “The Industry-Ordnance Team,” New York, 1946, 
is a similar account by the Chief of the Ordnance Department. Various aspects of war 
labor policies are discussed by different writers in Institute of Labor Studies, “Yearbook 
of American Labor,” vol. I, New York, 1945. The contribution of science is excellently 
summarized in J. P. Baxter, Jr., “Scientists against Time,” New York, 1946. Among the 
various congressional hearings and investigations that of the (Truman) Special Senate 
Committee on the National Defense Program is the most useful. 


Population, Immigbation, the Westward Movement, and Public Lands 

(Chaps. IV, XVII, XVIII, and XXIX) 

A convenient survey, which also covers the colonial period, is the census monograph, 
“A Century of Population Growth, 1790-1900,” Washington, 1909. By far the best 
analytical study is W. S. Thompson and P. K. Whelpton, “Population Trends in the 
United States,” New York, 1933; see also the National Resources Committee, “The 
Problems of a Changing Population,” Washington, 1938. A useful historical survey of 
world trends, including migration, is A. M. Carr-Saunders, “World Population: Past 
Growth and Present Trends,” Oxford, 1936. For the colonial period, E. B. Greene and 
V. D. Harrington, “American Population before the Federal Census of 1790,” New York, 
1932, presents all the available estimates and data. S. II. Sutherland, “Population 
Distribution in Colonial America,” New York, 1936, surveys the spread of settlement 
and has dot maps for population distribution about 1775. 

On immigration, the chief collet:tion of materials is the “Report of the Immigration 
Commission,” 42 vols., Washington, 1911, the results being summarized in the two vol- 
umes of Abstracts. J. W, Jenks and W. J. Lauck, “The Immigration Problem,” 6th ed.. 
New York, 1926, is a textbook survey. E. Abbott, “Historical Aspects of the Immigra- 
tion Problem,” Chicago, 1926, is a good selection of contemporary material. M. L. 
Hansen, “The Atlantic Migration, 1607-1860,” Cambridge, 1940, describes the foreign 
conditions back of migration and C. F. Wittke, “We Who Built America,” New York, 
1939, surveys the settl(*ments and work of each of the non-English racial groups except 
the Negro. For the latter, M. N. Work, “Bibliography of the Negro in Africa and 
America,” New York, 1927, provides references. A good historical survey is G. M. 
Stephenson, “A History of American Immigration, 1820-1924,” Boston, 1926. 

For references on the frontier and the West in general, consult F. J. Turner and F. 
Merk, “List of References on the History of the West,” rev. ed., Cambridge, 1922, and 
E. E. Edwards, “References on the SigniOcance of the Frontier in American History,” 
Dept, of Agriculture, Bibliographical Contributions 25, Washington, 1935. Everyone 
should read the famous essay included as Chap. I in F. J. Turner, “The Frontier in 
American History,” New York, 1921. F. L. Paxson, “History of the American Frontier, 
1763-1893,” Boston, 1924, is the only general .survey and the same author's “The I.ast 
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American Frontier,” New York, 1910, presents a picture of the Far Western phase. 
Other accounts of this section, generally broad in scope, are L. R. Hafen and C. C. Rister, 
♦“Western America,” New York, 1941; R. N. Richardson and C. C. Rister, “The Greater 
Southwest,” Glendale, 1934; E. Dick, “Vanguards of the Frontier,” New York, 1941, 
and his “Sod-House Frontier, 1854-1890,” New York, 1937; W. P. Webb, “The Great 
Plains,” Boston, 1931; and K. Coman, “Economic Beginnings of the Far West,” 2 vols.. 
New York, 1912. R. E. Riegcl, “America Moves West,” New York, 1930, surveys the 
whole movement. The copious index in R. G. Thwaites, ed., “Early Western Travels,” 
32 vols., Cleveland, 1904-1907, is a key to the economic material in this important aeries. 

The two most useful general accounts of the public land policy are B. H. Hibbard, 
“A History of the Public Land Policies,” New York, 192^, and R. M. Robbins, “Our 
Landed Heritage, 1776-1936,” Princeton, 1942, the latter dealing chiefly with political 
aspects. A mass of undigested material is in T. Donaldson, “The Public Domain,” 
Washington, 1884. For the colonial period. B. W. Bond, Jr., “The Quit Rent System in 
the American Colonies,” New Haven. I<)19, and R. H. Akagi, “The Town Proprietors 
of the New England Colonies,” Philadelphia, 1924, are excellent within Ihidr scope as is 
P. J. Treat, “The National Lmd System, 17o,>-1820,” for its period. L. Haverneyer, ed., 
“Conservation of Our Natural Resources,” New York, 1930, and A. F. Gustafson and 
others, “Conservation in the Gnited States,” 2d ed., Ithaca, 1944, are general surveys. 
Two books by J. Ise, “The Un ted States* Fori>.' Policy,” New Haven, 1920, and “The 
United States* Oil Policy,” New Haven, T ii!7, ai j careful studies of these phases. 


Thanspoutation and Communicatiox 
(Chaps. XIX and XXX) 

The chief work in this field for the period covered, though poorly organized, is B. H. 
Meyer and C. E. MacGill, ♦“History of Transportation in the United States before 
I860,’* Washington, 1917. I. L. Ringwalt, “Development of Transportation Systems in 
the United States,” Philadelphia, 1888, is still useful because of its scope, especially on 
technology. W. Z. Ripley, “Railroads,” 2 vols., Boston, 1912-1915, has much historical 
material on finance and regulation for the period after 1865. E. R. Johnson, “Govern- 
ment Regulation of Tran.sportation,” New York, 1938, is a con\enient survey and I. L. 
Sharfman, “The Interstate Commc^rce Commission,” 5 vols.. New York, 1931-1937, is 
an exhaustive study. The best regional histories arc G. E. Baker, “Formation of the 
New England Railroad Systems,” Cambridge, 1937; U. B. Phillips, “A History of Rail- 
road Transportation in the Eastern Cotton Belt to 1860,” New York, 1908; and R. E. 
Riegcl, “The Story of the Western Railroads,” New York, 1926. 

A. B. Hulbert, “Historic Highways of America,” 16 vols., Cleveland, 1902-1905, covers 
canals' and trails along with highways but is weak on economic aspects. Popular yet 
excellent general surveys are A. F. Harlow, “Old Towpaths,” New York, 1926, which 
well covers canals; “Old Waybills,” New York, 1934, on the express companies; “Old 
Postbags,” New York, 1928, on the po.st office, foreign as well as domestic; and “Old 
Wires and New Waves,” New York, 1936, on the telegraph, telephone, and radio. H. L. 
Smith, “Airways: The History of Commercial A\iation in the United States,” New York, 
1942, is the best recent account. W. E. Rich, “The History of the United States Post 
Office to the Year 1829,” Cambridge, 1929, .starts with the colonial period. F. L. Mott, 
“American Journalism,” New York, 1941, is the best history of newspapers. F. Presbrey, 
“The History and Development of Advertising,” Garden City, 1929, covers Europe as 
well as America and is well illustrated. 



920 


BIBLIOGRAPHY 


Aghiculture and Other Extractive Industries 

(Chaps. V, XX. XXXI, and XXXII) 

Consult E. E. Edwards, “Guide for Courses in the History of American Agriculture,” 
“Bibliography of the History of American Agriculture,” and “References on Colonial 
Agriculture,” Department of Agriculture, Bibliographical Contributions, Nos. 35, 32, 
and 33, Washington, 1938-1939. There are also cumulative indexes to the Department’s 
voluminous publications. For recent years, “The Agricultural Index,” New York, 
1917 — , best covers publications in this field. L. Bailey, “Cyclopaedia of American 
Agriculture,” 4 vols.. New York, 1907-1909, is mainly technical but has some articles 
on economic aspects. L. B. Schmidt and E. D. Ross, “Readings in the Economic History 
of American Agricultiue,” New York, 1925, is an excellent selection. Outstanding works 
of scholarship are P. W. Bidwell and J. 1. Falconer, *“History of Agriculture in the 
Northern United States, 1620-1860,” Washington, 1925, and L. C. Gray, *“History of 
Agriculture in the Southern United States to 1860,” 2 vols., Washington, 1933. For the 
(xilonial period, L. Carrier, “The Beginnings of Agriculture in America,” New York, 
1923, is good on the more technical side and “American Husbandry,” 2 vols , London, 
1775, reprinted. New York, 1939, is the best contemporary account. For the period 
since 1860, sec F. A. Shannon, “The Farmer’s Last Frontier: Agriculture, 1860-1897,” 
New York, 1945; H. Barger and H. H. Landsberg, “American Agriculture, 1899-1939,” 
New York, 1942; and Department of Agriculture, Year Books for 1921-1925 and 1940, 
Washington, 1922-1941. E. Wiest, “Agricultural Organization in the United States,” 
Ix^xington, 1923, is the beat historical survey. S. J. Buck, “The Granger Movement,” 
Cambridge, 1913, and J. D. Hicks, “The Populist Revolt,” Minneapolis, 1931, well cover 
these two episodes. 

For the other extractive industricjs, except the fisheries, few scholarly works stressing 
economic aspects of their development are available. H. Barger and S. H. Shurr, “The 
Mining Industries, 1899-1939: A Study of Output, Employment, and Productivity,” 
New York, 1944, is excellent within its scope. H. N. Eavenson, “The First Century and 
a Quarter of the American Coal Industry,” Pittsburgh, 1942, is best for this field. J. E. 
Defebaugh, “History of the Lumber Industry of America,” 4 vols., Chicago, 1906-1909, 
the only fairly general survey, leaves much to be desirt'd. Much material on the fur 
trade is collected in H. M. Chittenden, “The American Fur Trade of the Far West,” 
3 vols., Cleveland, 1902, and can be supplemented by H. A. Innis, “The Fur Trade in 
Canada,” New Haven, 1930. Among works on the fisheries, H. A. Innis, “The Cod 
Fisherie.s,” New Haven, 1940, is outstanding for scholarship and breadth of treatment. 
R. McFarland, “A History of the New England Fisheries,” Philadelphia, 1911; W. S. 
Tower, “A History of American Whale Fishing,” New York, 1920; and E. P. Hohman, 
“The American Whaleman,” New York, 1928, arc all useful. 

Manufacturing 

(Chaps. VI, XXI, XXXHI, and XXXIV) 

The outstanding general work, marked by both scholarship and a broad grasp of 
essentials, is V. S. Clark, *“History of Manufactures in the United States, 1607-1928,” 
3 vols.. New York, 1929. J. G. Glover and W. B. Cornell, eds., “Development of Amer- 
ican Industries,” rev. ed.. New York, 1941, has brief accounts of many industries as does 
C. M. Depew, cd., “One Hundred Years of American Commerce, 1795-1895,” 2 vols., 
New York, 1926. As a large collection of factual material down to 1865, J. L. Bishop, 
“A History of American Manufactures from 1608 to 1860,” 3 vols., Philadelphia, 1866, 
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is still useful. R. M. Tryon, “Household Manufactures in the United States, 1640-1860,” 
is good on that field. Three studies by S. Fabricant and C. A. Bliss for the National 
Bureau of Economic Research covering employment, output, productivity, and structure 
since 1899, New York, 1939-1942, are excellent. W. Kaempffert, “A Popular History of 
American Inventions,” 2 vols., New York, 1924, is a convenient survey. 

No adequate history of American corporations is available. Certain modern develop- 
ments are covered in A. A. Berle, Jr., and G. G. Means. “The Modern Corporation and 
Private Property,” New York, 1933, and J. C. Bonbright and G. C. Means, ‘The Hold- 
ing Company,” New York, 1932. Twentieth Century Fund, “Big Business: Its Growth 
and Place,” New York, 1937, is a balanced summary survey; see also National Resources 
Committee, “The Structiu-e of the National Economy,” Part I, Washington, 1939. The 
hearings and monographs of The Temporary National T^^'onomic- Committee’s “Investi- 
gation of Concentration of Economic Pover,” Washington, 1939-1941, include a mass 
of widely ranging material. The hearings are summarized in D. ^.ynch, “The Concentra- 
tion of Economic Power,” New Y jrk. H. R. Seager and C. A. Guli(‘k, Jr., *“Trust 
and Corporation Pioblems,” New YY)rk, 1929, is the most recent general text but is 
weak in economic analysis. T. E. Blaisdell, Jr., “The Federal Trad(* Commission,” New 
York, 1932, is a good critical account. 

For the tariff, F. W. Taussiu, “Tariff History of the United States,” 8th cd , New 
York, 1931, is the authoritative work and can « supplemented by the same author’s 
“Some Asp(‘cts of the Tariff Question,” 3o ed., f'.anibridge, 1931, and “Free Trad(;, The 
Tariff, and Reciprocity,” New ^ ork, 1920. E. E. Stanwood, “American Tariff Contro- 
versies in the Nineteenth Cemtury,” 2 vols., Boston, 1903, is a political history by a 
moderate protectionist. The Tariff Commission, “Dictionary of Tariff Information,” 
Washington, 1924, is useful for reference. P. W. Bidwell, “The Invisible Tariff,” New 
York, 1939, is good on certain recent trends. 


Labor 

(Chaps. VIT, XXII, XXXV, and XXXVI) 

The chief historical work in this field is J. R. Commons and others, *“History of 
Labour in the United Stales,” 2 vols.. New York, 1918, though it is largely confined to 
organized labor. It is cx^ntinued and broadened in swpe in *“History of Labor in the 
United States, 1896-1932,” 2 vols.. New York, 1933-1935, of which the first volume, 
by D. D. Lescohier and E. Brandcis, covers working conditions and labor legislation 
and the second, by S. Perlman anti P. Taft, the lal)or movement. Differing interpreta- 
tions are offered in N. J. Waie, “The Industrial Worker, 1840—1860,” Boston, 1924, and 
P. S. Foner, “History of the Labor Movement in the United States,” New York, 1947, 
which com(^s down to 1881. H. W. Farnham, *“Chapters in the History of Social Legisla- 
tion in the United States to 1860,” Washington, 1938, is useful on the scattered topics 
covered. For the colonial period, see also M. W. Jernegan, “Laboring and Dependent 
Classes in Colonial America, 1607-1783,” Chicago, 1931; S. D. McKee, “Labor in Colo- 
nial New York, 1664-1776,” New York, 1935, and R. B. Morris, “Government and 
Labor in Early America,” New York, 1946. N. J. Ware, “The Labor Movement in the 
United States, 1860-1895,” New York, 1929, centers about the Knights of Labor; L. L. 
Lorwin, “The American Federation of Labor,” Washington, 1933, is the best study of 
this subject, and the same is true of P. F. Brissenden, “The I.W.W. : A Study of American 
Syndicalism,” New York, 1919, and of C. E. Bonnett, “Employers’ Associations in the 
United States,” New York, 1922. J. R. Commons, ed., “Documentary History of Amer- 
ican Industrial Society,” 11 vols., Cleveland, 1910-1911, is confined to labor, including 
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slavery, prior to 1860, but reprints much scarce material. M. Hillquit, “History of 
Socialism in the United States,” 5th ed., New York, 1910, is best on this topic. U. B. 
Phillips, “American Negro Slavery,” New York, 1921, is an excellent survey. 

Stressing the more recent trends and general problems, H. A. JMillis and R. E. Mont- 
gomery, “The Economics of Labor,” 3 vols.. New York, 1938-1945, provides a compre- 
hensive survey. The long series of Bulletins and the Monthly Ijibor Review of the Bureau 
of Labor provide a mine of important material. Its Bulletin No. 604, Washington, 1934, 
is the most useful collection on the history of wages and indicates the main sources. P. H. 
Douglas, “Real Wages in the United States, 1890-1926,” Boston, 1930, is the most 
thorough study. An excellent historical survey is supplied by E. P. Cubberley, “Public 
Education in the United States,” Boston, 1919. 


Domestic and Foreign Trade 

(Chaps. VIII, XXIIl, XXXVII, and XXXVIII) 

The best general work in this field is E. R. Johnson and olh(5r8, *“IIistory of Domestic 
and Foreign Commerce of the United Slates,” 2 vols., Washingtijii, 1915. Adequate 
information on domestic trade as a whole and its organization was first provided by the 
Census of 1930. The excellent study of the Twentieth Century Fund, “Does Distribution 
Cost Too Much?” New York, 1939, based on this provides the first comprehensive 
analytical survey of the distributive sy.slem. F. E. Melder, “State and Local Barriers 
to Interstate Commerce in the United States,” Orono, 1937, and G. R. Taylor, E. L. 
Burtis, and F. V. Waugh, “Barriers to Internal Trade in Farm Products,” Department 
of Agriculture, Washington, 1939, best survey a growing problem. 

On foreign trade for the colonial period, the study of G. L. Beer, “The Commercial 
Policy of England toward the American Colonies,” New York, 1893, was later developed 
in three works of importance, but they should be supplemc'nted by the meticulous work 
of L. A. Harper, “The English Navigation Laws,” New York, 1939, which carries the 
history to the repeal. Considerable light on business methods of the time as well as 
on trade is found in L. Sellers, “Charleston Business on the Eve of the American Revolu- 
tion,” Chapel Hill, 1939; V. D. Harrington, “The New York Merchant on the Eve of 
the Revolution,” New York, 1935; and W. T. Baxter, “The House of Hancock,” Cam- 
bridge, 1945. N. M. M. Surrey, “The Commerce of Louisiana during the French Regime, 
1699-1763,” is a detailed study. J. R. Spears, “The American Slave Trade,” New York, 
1900, is rather scanty but can be supplement<‘d by the large collection of material and 
comment in E. Donnan, “Documents Illustrative of the Slave Trade to America,” 4 
vols., Washington, 1930-1935, and by W. E. B. Du Bois, “The Suppression of the 
African Slave Trade to the United States, 1638-1870,” New York, 1904. For the back- 
ground of the important West Indian trade, see F. W. Pitman, “The Development of 
the British West Indies, 1700-1763,” New Haven, 1910; R. Parcs, “War and Trade in 
the West Indies, 1739-1763,” Oxford, 1936; S. L. Mims, “Colbert’s West India Policy,” 
New Haven, 1912; C. W. Cole, “Colbert and a Century of French Mercantilism,” 2 
vols.. New York, 1939; L. J. Ragatz, “The Fall of the Planter Class in the British 
Caribbean, 1763-1833,” New York, 1928; and the same author’s invaluable annotated 
bibliography, “A Guide for the Study of British Caribbean History, 1763-1834,” 
Washington, 1932. For the Spanish possessions, see C. H. Haring, “The Spanish Empire 
in America,” New York, 1947. E. J. Hamilton, “American Treasure and the Phrice 
Revolution in Spain, 1501-1650,” Cambridge, 1934, is authoritative on the treasure 
movement. C. J . Bullock, J . H. Williams, and R. S. Tucker, “The Balance of Trade of 
the United States,” in the Review of Economic Statistics, Vol. I, Cambridge, 1919, is 
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essential for the period 1820-1914, and the Department of Commerce has issued annual 
surveys since 1922. References on the tariff are listed in the section on manufacturing. 

The best history of the merchant marine, especially good on the construction side, 
is J. G. B. Hutchins, *“The American Maritime Industries and Public Policy, 1789- 
1914,** Cambridge, 1941. Excellent books on particular phases are S. E. Morison, “The 
Maritime History of Massachusetts, 1783-1860,** Boston, 1921; R. G. Albion, “The 
Rise of New York Port, 1815-1860,** New York, 1937; the same author*s “Square 
Riggers on Schedule,** Princeton, 1938, which deals with the packet lines; A. H. Clark, 
“The Clipper Ship Era, 1843-1868,** New York, 1910; and F. L. Bcnns, “The American 
Struggle for the British West India Carrying Trade, 1813-1830,’’ Bloomington, 1923. 
On subsidies and other aids, see references in Hutchins. A. W. Klrkaldy, “British Ship- 
ping: Its History, Organization, and Importance,’’ lx>ndon 1914, together with the 
work of L. A. Harper cited above provide the important British background. 


Money, Banking, and rirsiANciAL Institutions 
(Chapa. IX, XXIV, XXV. XXXIX, and XL) 

Two good textbooks, both covering public finance as well, are D. R. Dewey, *“Finan- 
cial History of the United States,** 12t ii ed., N^w York, 1934, and W. J. Shultz and M. R. 
Caine, “Financial Development of the United Stat'^-i,** N .^w York, 1937, the latter being a 
little broader in scope and more critical and the former better on bibliography. For the 
portion of the colonial period wv'^ted C. P. Nettels, “Money Supply of the American 
Colonies before 1720,** Madison, 1934, is excellent. The most detailed study for any 
colony is A. M. Davis, “Currency and Banking in the Province of Massachusetts Bay,** 
2 vols., New York, 1900-1901; the same author edited the “Colonial Currency Reprints, 
1682-1751,** 4 vols., BosU.n, 1911. A. B. Hepburn, “History of Coinage and Currency 
in the United States,’* rev. ed., New York, 1915, is useful. J. L. Laughlin, “The History 
of Bimetallism in the United States,** 4th ed.. New York, 1897, is the authority on that 
topic. W. C. Mitchell, “History of the Greenbacks,** Chicago, 1903, is exhaustive for 
the war period; D. C. Barrett, “The Greenbacks and Resumption of Specie Payment, 
1862-1879,’* Cambridge, 1931, completes the story. W. G. Sumner, “History of Banking 
in the United States,** New York, 1896, .supplies a mass of poorly organized material 
up to 1860. J. J. Knox, “History of Banking in the United States,** New York, 1900, is 
useful for state developments. R. C. H. Catterall, “The Second Bank of the United 
States,** Chicago, 1903, is a very detailed study. D. R. Dewey and J. T. Holdsworth, 
“The First and Second Bank of the United States,** Washington, 1910, is useful; D. R. 
Dewey, “State Banking before the Civil War,’’ Washington, 1910, is the best general 
analysis; and G. C. Barnett, “State Banks and Trust Companies Since the Passage of 
the National Banking Act,’’ Washington, 1911, supplies the best survey of this topic. 
H. P. Willis, “The Federal Reserve System,’* New York, 1923, is a detailed account of 
its origin and early years and S. E. Harris, “Twenty Years of the Federal Reserve 
System,** 2 vols., Cambridge, 1933, is a thorough analysis of its operation. M. G. Myers, 
“The New York Money Market: Origin and Development,** New York, 1931, has much 
historical material. Theory is carefully covered in H. E. Miller, “Banking Theories in the 
United States before I860,** Cambridge, 1927, and L. Mints, “A History of Banking 
Theory in the United States and Great Britain,** Chicago, 1945. 

A succinct outline of general business conditions in the United States and Great 
Britain, yearly from 1790 to 1925, and for other important nations starting at a later 
date, is supplied in W. L. Thorp, “Business Annals,** New York, 1926. A fair history of 
crises is given in T. Burton, “Financial Crises and Periods of Industrial Depression,** 
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New York, 1903. Most valuable for the period covered is W. B. Smith and A. H. Cole, 
“Fluctuations in American Business, 1790-1860,” Cambridge, 1935. 0. M. W. Sprague, 
“History of Crises under the National Banking System,” Washington, 1910, is an ad- 
mirable analytical study. J. A. Schumpeter, “Business Cycles,” 2 vols., New York, 1939, 
presents a mass of American and foreign historical material in support of his theories. 
E. Frickey, “Economic Fluctuations in the United States,” Cambridge, 1942, covers 
the period 1866-1914 and refers to related specialized studies. 

The most important work on price history, as gathering together the main results of 
other studies on the period (;overed, is A. II. Cole, “Wholesale Commodity Prices in the 
United Slates, 1700-1860,” 2 vols., Cambridge, 1938. Amrmg the special studies there 
noted, the two volumes on Philadelphia prices are especially useful, and the subsequently 
published T. S. Berry, “Western Priees before 1861,” Cambridge, 1943, throws much 
light on the development of the Cimannati r<‘gion. T. M. Adams in Vermont Agricultural 
Experiment Station, Bulletin 507 and supplement, Burlington, 1944, has gathered 
Vermont price data, 1780-1940, that are unique for the variety of the goods and services 
covered. As covering the whole period down to 1932 and giving the sources for data after 
1860, G. F. Warren and F. \. Pearson, “Prices,” New York, 1933, is useful. 

C. Lewis, “America’s Stake in International Investments,” Washington, 1938, is the 
best history of the international flow of capital. The field of insurance history is as yet 
inadequately covered; most useful are C. K. Knight,, “The History of Life Insurance in 
the United States to 1870,” Philadelphia, 1920; J. O. Stalson, “Marketing Life Insurance: 
Its History in America,” Cambridge, 1942, an excellent study; and S. B. Clough, “A 
Century of American Life Insurancj;: A History of the Mutual Life Insurance Company 
of New York, 1843-1943,” N(;w York, 1946, whi(;h (’overs some of the general back- 
ground. No scholarly history of the stock exchanges is available. 


The Goveunment and Ecx)nomio Life 
(Chaps. X, XXVI. and XLI) 

For public financf;, the two textbooks cited at the beginning of the preceding section 
supply the best historical outline as well as references to the most useful data and more 
specialized studies. Twentieth Century Fund, “Facing the Tax Problem: A Survey of 
Taxation in the United States,” New York, 1937, is an excellent critical analysis, and 
S. Ratiier, “American Taxation: Its History as a Social Force in Democracy,” New 
York, 1942, is suggestive. B. U. Ratchford, “American State Debts,” Durham, 1941, is 
the best general history, and there are many fiscal histories of individual states or cities. 
The most comprehensive data on stale and local finance are found in various census 
reports, and the Tenth Census includes a historical survey. 

A broad survey of the relation of government U) the economic order is L. S. Lyon and 
others, “Government and Economic Life,” 2 vols., Washington, 1939-1940, and useful 
textbooks are J. M. Clark, “Social Control of Business,” 2d ed., New York, 1939, and 
H. D. Koontz, “Government Control of Business,” Boston, 1941. L. M. Short, “The 
Development of National Administrative Organization in the United States,” Baltimore, 
1923, provides a general outline. The long series of Service Monographs issued by the 
Institute of Government Research gives useful accounts of the development of the 
government services. K. H. Porter, “A History of Suffrage in the United States,” Chi- 
cago, 1918, best surveys this subject. Constitutional developments arc covered in A. C. 
McLaughlin, “A Constitutional History of the United States,” New York, 1935, and 
J. Q. Dealey, “Growth of American State Constitutions, 1776-1914,” Boston, 1914. 
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E. S, Griffith, “History of American City Government: The Colonial Period,” New 
York, 1938, well covers economic matters. 


The Standard of Living 
(Chap. XLV)' 

A most useful bibliography with many summaries of the books listed is F. M. Williams 
and C. C. Zimmerman, “Studies of Family Living in the Lniled States and Other 
Countries,” Department of Agricjulture, IVIist^ellaneous Publications No 223, Washing- 
ton, 1935. Though there is much niat(;rial on recent conditions, little has been done to 
gather and analyze the scattered fragments out of which we have to {jiecc together a 
picture of the living conditions in the past. An outstanding ex( tiption is the broad study 
of E. W. Martin, “The Standard of Living in 1860,” Chicago, 1942. T. IL Streighthoff, 
“The Standard of Living among the Industrial Pefiple of America ” Boston, 1911, though 
much narrower, provides the besf account lor that dale. 11. S. Lynd and H. M. Lynd, 
“Middletown,” New York, 1929, though (jonfincd .o one fair-sized Middle Western cit>, 
gives a broad picture of trends during the preceding quarter century, which is continued 
into the depression in “Middletown in Transition,” New York, 1937. E. L. Kirkpatrick, 
“The Farmers’ Standard of Living,” New' York, 1929 collects scattered sample data on 
various points. For geiuTal surveys of recent co» dition i, see M. D'ven, H. G. Moulton, 
and C. Warbuilon, “Americ<i’s Capacity to Consume,” New York, 1934; the two reports 
of the National Resources Committee on “Consumer Incomes in the United States” 
and “Consumer Experulltures in the United Slates,” Washington, 1938-1939; Bureau 
of Labor Statistics, Bni Hin, Nos 634-649; Buriuni of Home Economics, Department of 
Agriculture, Miscellaneous Publication No. 315, and Farm Security Administration, 
Social Research Report No. 8. For the most recent and comprehensive study of (’onsumer 
outlays see the Twentieth Century Fund stud> cited in the next section. For the colonial 
period see the various books of A M. Earle, especially “Horm^ Tdfe in Colonial Days,” 
New York, 1898, and W. C. Langdon, “Everyday Things in American Life, 1607-1776,” 
which is continued in a second volume covering 1776-1876, New York, 1937-1941. 
G. Myers, “History of the Great American Fortunes,” 3 vols., Chicago, 1910, is the only 
historical survey and is sujiplemented by the same author’s “The Ending of Hereditary 
American Fortunes,” New York, 1939. C, Clark, “The Conditions of Economic Prog- 
ress,” London, 1940, is the most careful statistical study of the standard of living in the 
leading nations since about 1850. 

On the character and quantity of the different classes of goods and services consumed 
at different periods, especially before the present century, satisfactory information is 
generally lacking- Comprehensive and detailed data on housing were first provided by 
the census of 1940. J. Williamsim, “The American Hotel; An Anecdotal History,” New 
York, 1930, though popular, is useful. R. (). Cummings, “The Am(*rican and His Food: 
A Study of Food Habits and Policies in the United Slates,” Chicago, 1940, is the only 
historical survey and stresses diets. Reports for the Combined Food Board giv'e detailed 
figures on the consumption of different foods just before and during the Second World 
War. There is much on the changing styles in dress, though the garb of the masses gets 
little attention. Most useful are E. McClellan, “History of American Costume, 1607- 
1870,” 2 vols., Philadelphia, 1904, and A. M. Earle, “Two Centuries of Costume in 
America, 1620-1820,” 2 vols., New York, 1903. For the history of medicine and public 
health work, see F. H. Garrison, “An Introduction to the History of Medicine,” 4th ed., 
Philadelphia, 1929, detailed but difficult reading; F. R. Packard, “History of Medicine 
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in the United States,” 2d ed., 2 vols.. New York, 1931, unsystematic and most useful 
on the earlier period; M. P. Ravenel, ed., “A Half Century of Public Health,” New York, 
1921; Committee on the Cost of Medical Care, “Medical Care for the American People,” 
Chicago, 1932, and the excellent study of W. F. Howard, “Public Health Administration 
and the Natural History of Disease in Baltimore, Maryland, 1797-1920,” Washington, 
1924. For educational history, besides the previously cited work of Cubberlcy, see E. G. 
Dexter, “A History of Education in the United States,” New York, 1904, which is 
broader though less detailed; I. L. Randall, ed., “Twenty-five Years of American Educa- 
tion,” New York, 1924, and the Bureau of Education’s Bulletin. L. R. Wilson, “The 
Geography of Reading,” Chicago, 1938, sitfveys the library facilities. In addition to his 
history of journalism previously cited, F. L. Mott, “A History of American Magazines, 
1741-1885,” 3 vols.. New York and Cambridge, 1930-1938, is authoritative. A popular 
but excellent history of sports and other leisure pursuits is F. R. Dulles, “America 
Ijearns to Play,” New York, 1940. J. F. Steiner, “Americans at Play,” New York, 1933, 
is the best current survey. 

Summary 
(Chap. XLVI) 

A few books may be noted here that are useful either as summarizing developments 
emphasized in the review or as providing a broad survey of the recent outix)ine of those 
developments. The National Resoiuces Committee, “The Structure of the American 
Economy,” Part 1, Washington, 1939, provides a useful survey, well brought out in 
graphs, but far from complete, of many features of the present economic order. E. G. 
Nourse and associates, “America’s Capacity to Produce,” New York, 1934, is useful in 
the same way. F. R. Marlin, “National Income in the United States, 1799-1938,” New 
York, 1938, is the most careful attempt to carry this series back so far. The numerous 
statistical studies on income, production, etc., put out by the National Bureau of Eco- 
nomic Research are invaluable for the period since 1870. Among them may be noted 
H. Barger, “Outlay and Income in the United Stales, 1921-1938,” New York, 1942, and 
three works by S. Kuznets, “National Income and Its Composition, 1919-1938,” 2 vols.. 
New York, 1941; “National Income: A Summary of Findings,” New York, 1946; and 
“National Products since 1869,” New York, 1946. Most comprehensive and useful of 
all, though published too late to be made much use of here, is Twentieth Century Fund, 
“America’s Needs and Resources,” New York, 1947. The attempt to estimate consumer 
demands and the resources available for supplying them down to 1960 has resulted in 
providing the most recent and comprehensive survey of consumer outlays and national 
productive capacity now available. 
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Federation of Organized Trades and Labor Unions, 
610 

Ferries, 109, 218, 280 
Fertilization of farms, 77, 292, 502 
Fessenden, W. P., 443 
Finance capitalism, 734 
Finns, 59 

Fire protection, 389, 850, 862 
Fisheries, 80-81, 126, 127, 182, 185, 189, 309, 354, 
435, 460, 732 
Flax raising, 76, 299 
Flexible tariff, 577 
Floridas, the. 53. 69, 185, 206, 249 
Flour miUing, 95, 274, 314, 585 
Food, and drink, 31-33, 845-847, 856-858, 870-871 
preservation of, 846, 856, 870 
(See alao Meals) 

Food Administration, 749, 817 

Food Administration Gram Corporation, 749 

Food and Fuel Control Act, 749 

Food Production Act, 749 

Forbes Road, 109 

Foreign capital inffow, 132, 134, 361-362, 391, 660- 
662, 700-701 

(See alao Balance of international payments) 
Foreign investments of United States, 661-662, 
700-701, 777, 778 

Foreign trade, to 1775, 117, 125-130, 154 
1775-1815, 188-190, 201-205, 227 
1816-1860, 356-357 
after 1860, 649-657 
per capita, 357, 649 

commodities in, 126-129, 189, 358, 651-654 
course of. 126-130, 189-190, 359-360. 654-657 
factors determining, 113-114 
organization of, 118-119, 349-350, 639 
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Foreign trade, ports of, 360, 657 
Forest area, 26, 28 
Fortunes, large, 392, 851, 865, 879 
Forty-niners, 267 
Fourier, Charles, 340 

France, and colonies, 53, 56, 63, 60, 80, 124-125, 
158, 189, 206 

economic development of, to 1775, 53 
1775-1860, 240-241 

after 1860, 418-419, 773, 779, 780, 781, 838 
and Revolution, 174-175, 177, 185 
trade with, 188, 203-205, 359 
in First World War, 756, 757, 758 
in Second World War, 795, 819, 820 
Franchise rights, 147, 187, 230, 329, 395, 711- 
712 

Frankhn, Benjamin, 54, 67, 180, 850 
Flee banking laws, 371, 373, 376, 671 
Free-silver movement, 665-671 
Froebel, F. W., 593 
Frontier (see West) 

Frontier line, 65-66, 69, 214-215, 257, 470-471 

Fruit raising, 76, 296, 297, 534 

Fuel Admimatration, 750 

Full Employment Act, 829 

Fulton, Robert, 277, 278 

Funding Act, 665 

Fur trade, 81, 120, 128, 245, 203-265, 291, 310, 345 
G 

Gadsden Purchase. 249 
Gallatin, Albert, 210, 218, 223, 273 
Gas lighting, 319, 855, 869 
Gaspde, 165 

General Munitions Board, 743, 744 
Genesee Valley, 296, 318 
George 111, 158, 163, 167 
Germans, in colonies, 55, 66, 70, 99, 846 
after 1800, 248, 260, 261, 334, 452 
Germany, economic development, 1800-1860, 241- 
242, 356 

after 1860, 419-421, 773, 779, 781 
in First World War, 752, 758 
in Second World War, 795, 803, 819 
trade with, 359, 656, 657 
GI Bill of Rights, 820, 829 
Gibbons V. Ogden, 278 
Giffen, Sir Robert, quoted, 449 
Girard, Stephen, 863, 865 
Gold, production, to 1848, 139, 308, 364 

after 1848, 243, 268, 308, 364, 446, 470, 546, 
665, 670, 707, 732, 773, 781, 784 
international movement (see Balance of inter- 
national payments) 

Gold dollar devaluation of 1934, 522, 662, 781, 783, 
784, 901 

Gold Reserve Act, 783 
Gold Settlement Fund, 683, 684 
Gompers, Samuel, 610, 611 
Goodyear, Charles, 858 
Gorges, Ferdmando, 60 
Gould railroads, 483 


Governmental activities, m colonies, 149-152, 849- 
850 

about 1860, 246, 394, 396-397, 400-401, 861-862 
about 1930, 718-721, 728-730, 874-875, 899 
outlined, 18, 21 
Graduation Act, 252 
Grain elevators, 348 
Gram Future Trading acts, 511 
Grange, the (see Patrons of Husbandry) 

Granger laws, 484, 507 

Grant, U. S., 665, 724, 727 

Grants-in-aid, 494, 503, 624-625, 719, 731 

Gray, L. C., 304 

Grazing Land Act, 467 

Gieat Britain (see England) 

Great Lakes, settlement about, 257, 263 
steamboat on, 278 
traffic, 278, 490, 495, 642, 657 
Great Northern Railroad, 480, 483 
Greeley, Horace, 252, 290, 340 
Gieenbacks, 440-441, 664-665, 704, 724 
Greene, General, 177 
Gresham’s law, operation of, 212, 363 
Guam, 460 

Guilds, m colonies, 105 
in England, 39, 46 

H 

Hamilton, Alexander, 178, 190 
reportb of, 209, 210-212 
Hausen, A. H , 597 
Harding administration, 717 
liarndon, William, 288 
Hai liman, E. H , 483 
Hartford Convention, 225 
Hasenrlevei iron works, 92 
Hat Fmisheis’ National Association, 343 
Hatch Act, 502 

Hawaiian Islands, 29, 460, 570 
Hay pioduction, 77, 307, 531 
Hayinarket Square not, 611 
Heating, 844, 854, 868 
Hemp, 75, 299 
Hepburn Act, 485 
Herbart, J F , 593 
High schools, 330, 594 
Highways (see Roads) 

HiU, J. J., 480, 483 
Hitler, Adolf, 781 
Hoe, Robert, 290 
Hog Island shipyard, 752 
Hog raising, 76, 292, 300, 535-536 
Holding company, 554, 776 
Holland, in colonial period, 52, 53, 59, 124 
and Revolution, 174, 177 
since 1815, 243, 422 
Holmes, O. W., quoted, 860, 865 
Home Owners Loan Act, 695 
Homestead laws, 252, 341, 462, 464-465, 468, 470 
Homestead strike, 612 
Hoover, Herbert, 578, 717, 749, 779, 907 
Horse raising, 76, 292, 535 
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Hospitals, 849, 860, 873 
Hotels, 854, 858, 866 

House furnishing and equipment, 843-845, 854- 
856, 868-870 

Housing, 842-843, 852-854, 867-868 
Housing' Corporation, 755 
Howe, Elias, 314 
Hudson’s Bay Company, 264 
Huguenots, 42, 55, 65, 66 

Humanitarianism, 45, 231, 235, 246, 398, 715, 730, 
862 

I 

Ice, 846, 856, 870 

Illinois and Michigan Canal, 264, 276 
Illinois Central Railroad, 281 
Illiteracy, 102, 594, 850, 863, 870 
Immigration, to 1820, 67-62, 64-67, 214 
after 1820, 247-248, 446, 451-456 
competition for, 67, 73-74 
motives for, 55-56, 99, 246, 452, 714 
restrictions on, 67, 248, 454-456 
Imperialism, before 1800, 51-54 
after 1800, 239, 414, 424-426, 429, 461, 12, 725 

(See also Mercantile System) 

Income tax, before 1913, 440, 572, 724 , 866 
after 1913, 576, 726-728, 760-761, 80^ 821-822, 
836 

Indentured servants, 62, 78, 99, 248 
Independent Treasury, 386, 673, 681, 684 
Indian Reorganization Act, 467 
Indians, acquisition of land from, 64, 216, 249, 467 
and colonists, 63-64, 75, 100 
population, 31, 456, 460 
pre-Columbian culture, 30-34 
reservations, 249, 257, 467 
Indigo, 75, 76, 120, 128, 191, 220, 299, 358 
Industrial accidents, 623-624 
Industrial Revolution, 13, 47, 222, 23(>, 312 
Industrial Workers of the Woild, 613 
Inspection laws, 1'20 
Insurance, 10, 695, 736, 898 
accident, 623-624, 697 
ciop, 515, 698 
fidelity, 698 

fire, 93, 110, 389, 515, 697 
health, 697 

life, 379, 38J-390, 695-697 

marine, 110, 118, 352, 389, 645, 697, 75.3, 808 

old-age, 624-625, 697 

soldier, 754 

title, 698 

unemployment, 624-625, 697 
Insurgent party, 716 

Integration, 558-559, 584, 585, 630, 639, 679, 735 
Inter-Allied councils, 756 
Inter-American Defense Treaty, 830 
Interest, legal rates, 48, 136, 392 
Internal improvements {see Canals; Railroads; 
Roads) 

International Trade Organization, 840 
Interstate Commerce Act, 484, 716 


Interstate Conirneice Commission, 483, 485-487 
491, 494, 750, 751 
Intolerable Acts, 165-166 
Investment bankers, 688, 692 
Investiiieut counciloi , 694 
Investment trust, 694 
Invisible tai iff, 579 
Irish, 260, 261 

Irish Famine, 237, 239, 244, 247, 387 
Iron and steel industry, in colonies, 82, 89, 98 
to 1860, 224, 314, 317-318 
after 1860, 583- 584, 806 
Iron mining, 82, 308, 317, 318, 545, 683, 806 
Iron Moulders’ Union, 343, 611 
Irrigation, 464 

Isolation policy, 245, 429, 909 
If ilv, development to 1800, 37, 39, 40, 43, 48 
after 1800, 243, 422, 452, 773, 781, 838 
in Second Woild Wai, 803, 819 

J 

r.ickson, ‘mdieu, 270, 321, 370, 378, 385, 401 
fames Kivei and Kanawha Canal, 276 
Jamestov^ 56-57 
J.i all, 24 1, 123-424, 656 

in Second World War, 794, 802, 803, 819 
Japanese immigration, 455, 456, 460 
Jav’s Treaty, 203 

Jefferson, Thomas, 184, 203, 204, 206, 207, 215, 401 
and Louisiana purchase, 206-207, 401 
Joint Board of Defense, 797 
Joint-stock Land Banks, 513, 690 
Jones Merchant Marine Act, 646 

K 

Kansas Industrial Court Act, 626 
Kansas-Nebiaska Act, 250 
Kelley, A. H., 507 
Kindergarten, 594 
King, W I , 529, 879 
Knights of liaboi, 610-611 
Knights of St Crispin, 608, 609 
Know-Nothing party, 248, 395 
Kuznets, S., 591, 699, 884, 889, 893 

L 

Laboi, Department of, 614 
economic position of, 105-106, 336-337, 605-607, 
799 

hours of, 101, 328, 342, 692, 603-604, 799, 812, 
814, 850, 863, 876 

legislation on, 341, 603-604, 609, 814 
and New Deal, 616-618, 787-789, 799, 816 
scarcity of, 63, 85, 98, 311, 327, 687, 689, 7.33 
supply of, 814, 894-895 

factors determining, to 1860, 98, 327-329 
after 1860, 580-503, 733 
Labor Administration, 754-755 
Labor legislation, in colonies, 104, 105, 106 
after 1800, 341, 609, 620-626, 834-835 
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Labor movement, 337-343, 446, 608-618, 816 
Lafayette, Marquis de, 174, 177 
LaUwz faire, in nineteenth century, 235, 413-414 
in United States, 398, 408, 620, 710, 713-717, 737, 
907 

Lakes-to>the-Gulf deep waterway, 492 
Land Bank Commissioner, 690 
Land Banks, 142 
Land tenure, in colonies, 71-73 
{See alao Farm tenancy) 

Laroom, Lucy, quoted, 334 
Latin Monetary Union, 668 
Lead mining, 81, 308, 547 
Leisure class, 101, 327, 850, 863 
Leisure time, 101, 590, 850, 863, 875-876, 884 
activities of, 850-851, 863-865, 876-879 
Lend-Lease Act, 795, 796 

Lend-Lease operations, 662, 795, 796, 807, 810, 819, 
820 

Levant trade, 37, 40, 43 
Lewis, J. L., 617 
Lewis and Clark Exiiedition, 264 
Liaison Committee, 797 
Libby, 0. G., 199 
Liberty Loans, 726, 760, 761, 762 
Libraries, 850, 862, 876 
Liebig, F. J. von, 292 

Life expectancy, 67, 457, 849, 861, 874, 884 
Lighting of houses, 825, 844, 869 
Limestone, 547 

Lincoln, Abraham, 271-272, 432, 443, 711, 853 

List, Friedrich, 325 

Lister, Joseph, 872 

Little Steel case, 816, 817 

Livestock, 76, 292, 296-298, 534-536 

Livingston, Robert, 207 

Local government, 149-150, 397, 713, 719-720 
activities of, 150-152, 397-398, 719-721 
finances of, 152-153, 399-400, 721 -723 
Locomotive development, 280 
London Company, 56, 57, 58 
Longworth, Nicholas, 865 
Lotteries, 88, 93, 153, 282, 879 
Louis XVI, 174 
Louisiana, 53, 54, 69, 125, 185 
purchase of, 206-207, 230 
Ijouisiana Banking Act of 1842, 373 
Louisiana Farmer Cooperative Union, 507 
Lumber industry, 79-80, 95, 291 309, 314, 548-549 
Luther, Martin, 41 
Lutherans, 42, 55 

M 

McCulloch, Henry, 664 
McKinley, William, 669, 670, 716 
Madison, James, 195, 225, 274, 401 
Mail-order house, 629, 630, 736 
Malthas, Robert, 67, 458 
Malthusian law, 67-68, 458 
Manifest destiny, 246, 249, 460 
Manigault, Gabriel, 851 
Mann, Horace, 330 


Mann-Elkins Act, 485 

Manufacturing, British restrictions on, 88-90 
development of, in colonies, 94-97 
to 1860, 191, 222-224, 228, 314-320 
after 1860, 660-551, 582-586, 775, 805, 837, 891 
factors in growth of, 83-87, 311-312, 586-588 
household, in colonics, 86, 90-91, 94, 111 
after 1775, 223, 228, 312, 313 
organization of, 90-94, 312-314, 553 55'^-559 
and tariff, 325-326, 580-581 
Maritime Ijabor Board, 647 
Maiketmg organization, in colonies, 112-113, 155 
to 1860, 344-350, 407 
after 1860, 627-636, 736, 897-898 
Marshall, John, 230, 401 
MarshaU Plan, 663, 839-840 
Mason, John, 60 
Massachusetts Bank, 211 
Massachusetts Bay Co., 58-59 
Matches, 845, 855 
Meals, 846- 847, 857-858, 870-871 
(Sec also Food) 

Mechanics' Free Press, 338 
Mechanics* Union of Trade Associations, 338 
Medical care, 848-849, 860-861, 872-874 
Medical Research Committee, 818 
Mennonites, 42, 55 

Mercantile System, and colonies, 88, 120, 188 
neomercantilism, 52, 414 
objectives of, 49-51, 64, 425 
reaction against, 190, 238, 714 

{See also Navigation Acts, British) 

Merchant marme, in colonies, 117, 118-119 
to 1860, 202, 227, 354-356 
after 1860, 444, 640-647, 837 
in First World War, 741, 752-753, 756, 757 
in Second World War, 800, 807-808, 837 
the problem of, 647-048 
Merchant Marine Act, of 1928, 646 
of 1936, 646 

Merchant Marine ComrnisMon, 807, 808 
Metropolitan economy, 638 
Mexico, 31, 36, 41, 244, 249, 266, 361, 364, 402 
Middle class, 598-599 

Middle colonies, 59-61, 64, 66, 73, 76, 126, 128, 150 

Militia system, 338, 339 

Miller-Tydings Act, 567 

Mills, 92, 314 

Mineral Land Act, 463 

Mineral Leasing Act, 467 

Mineral resources, 28 

Minimum-wage laws, 622, 789 

Mining Act, 463 

Mining industry, 81-82, 291, 307-309, 541-548 
{See also individual minerals) 

Mint Act, 212 

Missionaries and Indians, 63, 264, 266 
Mississippi River, improvement of, 491, 492 
navigation of, 185, 206 
steamboats on, 277-278, 642 
traffic on, 220, 277-278, 490, 642, 667 
Mitchell, John, 614 
Mobile and Ohio Railroad, 281 
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Molasses Act, 89, 122, 123, 159, 905 
Molly Maguires, 609 

Money, in oiroulation, in oolonics, 138-139, 141-142 
during Revolution, 179-181, 210 
1783 to 1860, 191-192, 213, 224-225, 229, 361, 
363-366, 367, 407 

after 1860, 436-437, 440-442, 445, 664-671, 
674, 763-764, 826, 831 
commodity substitutes for, 137-138 
function of, 136 
paper, in colonies, 141-142 

British restrictions on, 142-144, 160, 164 
in Confederacy, 435-437 
in Confederation, 191-192 
and Constitution, 197, 221 
in Revolution, 179-182, 210 
(See also Banking ; Greenbacks) 
proclamation, 139 

scarcity, bases of complaints about, 139-141, 142, 
143 

causes of, in colonies, 141-143 
(See also Gold ; Silver production) 

Money trust, 701 

Monopoly (see Combinations and trusts) 

Monroe Doctrine, 13, 861 
Monroe, James, 207, 274, 401 
Mooney, Thomas, quoted, 333 
Moore, Ely, 339 
Moravians, 42, 55 
Mormons, 266, 269, 464 
Morrill Laud Grunt Act, 46.), .')94 
Morris, Robert, 176, 178, 211 
Morse, S. F. B., 289 
Most-favored-nation treatment, 570 
Motion pictures, 877 
Motor Carrier Act, 494 
Museums, 851, 862, 863, 876 
Mussolini, Benito, 781 

N 

Nantes, Edict of, 42 

Napoleon Bonaparte, 201, 204-206, 241 

Napoleon III, 432 

National Agricultural Credit Associations, 513, 690 
National Banking System, 376, 442, 444-446, 671- 
676, 716 

National Council of Farmer Cooperatives, 510 
National debt, to 1860, 210-211, 227, 253, 401-404 
after 1860, 443, 724-728, 791, 801, 821-823, 836 
National Defense Mediation Board, 799 
National economy, defined, 409 
National Farm Loan Associations, 690 
National Farmers’ Alliance, 507 
National Housing Act, 695 

National income, amount, 429, 591, 741, 780, 792, 
828, 832 

per capita, 698, 889-891 
factors determining, 16-19 
historical summary, 893-900 
National Industrial Conference Board, 776, 889 
National Labor Relations Act, 618 
National Labor Relations Board, 618, 834, 835 


National Ijabor Union, 608 
National Military Establishment, 830 
National Monetary Commission, 676 
National Railroad Adjustment Board, 486 
National Recovery Administration, 663, 617, 622, 
783, 788 

National Research Council, 745 
National Resources Committee, 699 
National Security Act, 830 
National System, Clay’s, 250, 323 
National Trades’ Union, 339 
National Turnpike, 218, 254, 273 
National War Labor Board, 755 
Nationalism, objectives, 10 
spirit of, befotb *^00, 37-38, 49, 230 
after 1800, 2.35, 414, 781 

’'.itural resources, additioiia to, 231, 249, 404, 400- 
462, 732-733, 894 
desijnbed, 21-29, 404, 732-733 
miTortance of, 68, 246, 3.3.3-334, 450, 548, 663 
Naval stores, in colonies, 90, 128 
Navigation Acts, Anieiican, 190, 353-354, 642-647 
Bntisl , to 1776, 49, 89, 121 124, i)05 
after 1775, 189, 190, 239, 354, 355 
Nr' V, in ( vil War, 432, 439 
111 Revolution, 173, 174 175 
in War of 1812, 225 
»n First World War, 741, 7.57 
in Second World War, 797, 804, 819 
Negro, population, 66, 67, 225, 247, 456, 457, 461 
sulTrage, 395, 711 

(See also Slavery; Slaves) 

Nehion, Donald, 803 
Neomercanf ilism, 52, 414 
Neutrality Act, 796 
New Deal, 717, 770, 782, 786-791, 904 
New England, agncultuie, 7.5-76, 222, 296 
education, 102, 330 
fisheries, 80-81, 126, 127, 189 
foreign trade, colonial, 126, 127 
manufacturing, 315-318, 586 
town government, 72, 149, 397 
and western settlement, 257, 260 
New immigration, 4.52-455 

New Orleans, 69, 205-206, 248, 260, 348, 349, 400 
foreign trade, 360, 657 
growth, 263, 475 

river traffic of, 220, 277-278. 349, 475, 491 
New York City, 59, 70, 248, 274, 288, 347, 388, 400, 
491, 632, 638, 672, 701, 705, 863, 873, 877 
expenditure of, 152, 400, 850, 862, 874 
foreign trade, 360, 657 
growth of. 70, 262, 475 
New York Herald, The, 290 

New York Life Insurance and Trust Company, 379 
New York Philharmonic Society, 864 
New York Stock Exchange, 388, 693, 703, 708, 777, 
778, 792 

New York Sun, 290 
New York Tribune, 290 
Newspapers, in colonies, 110 
to 1860, 219, 290, 293, 864 
after 1860, 497-498, 877, 898 
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Night Riders, 510 
Niles, Hesekiah, quoted, 380 
Nineteenth century economic developments, 234- 
235, 412-415 
Nonimportation Act, 204 
Nonimportation agreements, 161-164, 166-167 
Nonintercourse Act, 205 
Non-Partisan Tjeague, 507 
Norris-La Ouardia Act, 617 
North, Lord, 163, 167 
North, Simeon, 318 
Northeast, capital in, 702 
domestic trade, 348-349, 636 
lumbering, 548 
manufacturing, 319, 586 
and public lands, 250 
and tariff, 323, 573 

Northern Pacific Railroad, 465, 466, 480, 483, 7a3 
Northwest, old, agriculture. 297, 539 
capital in, 702 
local government, 215, 397 
lumbering, 548 
manufacturing, 586 
railroads in, 286 
settlement, 207, 215, 256-261 
and tariff, 323, 573 
trade of, 348-349, 636 
Northwestern Alliance, 507 
Nullification, 321, 430 

O 

Oats, 76, 248. 296, 307, 533 
OflSce of Civilian Supply, 804 
Office of Defense Transportation, 809 
Office of Economic Stabilization, 816, 826 
Office of Emergency Management, 799 
Office of Price Administration, 800, 825, 832 
Office of Pnce Administration and Civilian Supply, 
800, 825 

Office of Production Management, 800 

Office of Scientific Research, 818 

Office of Temporary Controls, 829 

Office of War Mobilization, 805 

Oglethorpe, James E , 61 

Ohio, canals, 276 

Ohio Company, 214, 210 

Ohio Life-Insurance and Trust Company, 387 

Omnibus, 288 

Open-hearth process, 583 

Open Market Committee, 688 

Ordinance of 1785, 215 

Ordinance of 1787, 215, 396 

Oregon 10-hour law, 621 

Oregon Territory, 249, 264, 260, 310 

Oregon Trail, 265 -266, 267 

Overland Mail, 288 

Owen, Robert, 339, 341 

P 

Pacific Mail Steamship Company, 645 
Packers and Stockyards Act,, 511 


Packet lines, 352 

Packing industry, 95, 313, 314, 659, 585 
Panama Canal. 462, 493, 642, 725, 733, 809 
Panama Canal Act, 485, 645 
Panics (see Depressions and panics) 

Paper manufacture, 289, 497, 585 
Pasteur, Louis, 872 
Patents, 197, 231, 551 
Patrons of Husbandry, 507, 508 
Patroonships, 59, 73 
Peabody, George, 863, 875 
Peddlers, 112, 347, 629 
Penn, William, 60, 61 
Pennsylvania canaLs, 274 -275 
Pennsylvania Packet, The, 219 
Pennsylvania Railroad, 283, 286 
Pensions, militaiy, 725, 727, 754 
old-age, 624 -625 

Personnel administration, 606, 734 
Pestalozzi, J. H., 593 
Petroleum, 308, 544-545, 651, 652, 806 
Philadelphia. 248, 274, 282, 338, 348, 388, 400, 491, 
632, 657 

foreign trade, 360, 657 
growth of, 70, 262, 475 
Philadelphia and Heading Railroad, 287 
Philadelphia Savings Fund Association, 379 
Philanthropy, 20, 397, 363, 875 
Plulippine Islands, 29, 52, 400, 461, 575, 580, 733 
Phillips, U. B., 117, 304 
Photography, 856 
Physiocrats, 190, 714 
Pianos, 856, 870 

Pickering, Timothy, quoted, 184 

Pike, Zebulon, quoted, 264-265 

Pikes Peak, 268 

Pilgiims, 68 

Pmchot, Gifford, 466 

Pirates, 120, 204, 352 

Pitman, F W , 125 

Pitman Silver Act, 547, 763 

Pitt, William, 167 

Pittsburgh, 214, 263, 315, 490, 632 

Plagues (see Epidemics) 

Planning, social, 739, 767-769, 907 
Plumbing, 844, 854-855, 869 
Plymouth, 58 

Plymouth Company, 56-57 

Poll tax, 152 

Pony Express, 288, 289 

Pooling agreements, 287, 483, 510, 561-503, 041 
Population, Canada, 244 
England, 173, 236, 4l5 
Europe, 235, 413 
France, 174, 240, 418 
Germany, 242, 419 
United States, in colonies, 64- 07 
to 1860, 214, 247, 405 
after 1860, 428, 429, 448-450, 733, 895 
foreign-born in, 260, 451, 466 
world, 413 

Populist party, 507, 613, 670 

Portugal, 38, 40, 43. 52, 53, 116, 139, 244, 422 
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Pogt office. 110, 210, 289, 406 
Pogtal Aid Law, 045 
Poultry, 536 

Power, mechanical, uge of, 601, 542, 551-353 
Preemption laws, 251-252, 463, 468 
Preferential Shipments Act, 750 
Presbyterians, 66, 70, 248 
President’s Mediation Coiniiiission, 755 
Price regulation, in colonics, 104-105 
in Revolution, 180-181 
in First World War, 742, 748-750, 766 
in Second World War, 802, 810-812, 816-8:8, 
832-833 

Piices, to 1775, 140, 160 
in Revolution, 180-182 
1790-1815, 208, 221, 228, 384, 386 
in Civil War, 437, 438, 441-442, 446, 766 
in First World Wai, 763-766 
in Second World War, 802, 825- 828 
after 1920, 771, 778, 780, 784, 792-793 
(See also Business cycles; Fiontispicec) 
Primogeniture, 73, 187, 215 
Prince Henry the Navigator, 40 
Pnneipio Company, 92 
Printing and publishing, in colonies, 110 
to 1860, 289-290, 319, 864 
after 1860, 497 498, 585 
Private propertj', system of, 33, 40, 901 
and Constitution, 195, 197, 901 
Proclamation of 1763, 158, U»0 
Proclamation money, 139 
Produce exchanges, 348, 630, 736, 898 
Production Credit Corporation, 690 
Progressive party, 716 
Proprietors, colonial, 60-61, 62, 72 
Protestants, 41-42, 55, 70, 454 
Provident Institution for Savings, 379 
Psychology, 606, 734, 819 
Public domain (see Public lands) 

Public expenditures per capita. New Yoik C. , 
152, 400, 850, 862, 874 
United States, 862, 875 

Public finance, of colonies, 119-120, 141-142, 132- 
153 

of Revolution, 177-180 
of Confederation, 192-193 
Federal, to 1860, 209-211, 226-227, 401 404 
Cml War, 433 437, 439-113 
after I860, 724 728, 835-836, 862 
in First World War, 759-761 
in Second Wot Id Wai, 801 802, 821- 823 
state and local, to 1860, 398-400 
after 1860, 721-723, 776, 791, 8:46 
(See also Taxation ; Taxes) 

Public health and sanitation, 151, 819, 860 8'»1, 
872-874 

Public Land Act of 1820, 251 
Public lands, disposition of, to 1860, 216, 250-231 
after 1860, 462 -468 
established, 187 

expansion of, 231, 248-249, 894 
grants of, 218, 253-254, 276, 281, 465-406 
ordinances of 1784-1787, 215 


Public lands, policy criticised, 254-255, 468-470, 
894 

sales of, 209, 253, 384, 385, 387, 402, 403, 705 
Piibhc Lands Commission of 1903, quoted, 468 
Public loan banks, 142, 386 
Puerto Rico, 29, 115, 244, 460, 461, 754 
Pullman strike, 612 

Puritans and Puritanism, 42, 55, 64, 70, 1(X>, 101, 
135, 151, 328 

Q 

Quakers, 42, 55, 64, 70, 135, 148, 260 
Quairymg, 82, 308 
Quaitering s*cts, 139. 162, 165 
Quebec Act, 166 
Q'Ui reatb, 72, 187 

R 

Racial groups, in population, 66, 70, 247, 248, 261, 
452, 456 
(See also Negro) 

Radio, 497, 751, 870, 877 
Railroad dministration, 750-751 
R' .tfoad Labor Board, 486 
Railroads, consolidation of, 286, 481-484, 486 
development of, to 1800, 279-286, 387 
after 1860, 478-481, 705, 735, 776 
electric, 493 

financing of, 280-282. 387, 479-480, 722 
land grants to, 254, 281, 465-466, 480 
rates, 286-287, 487-489, 809 
legulation of, 282, 48*1 487 
traffic of, 287, 487-488, 495, 776, 808 
Railroads’ War Board, 750 
Railway Labor Aet, 486 
RainfaU, 25, 26, 30, 32 
Raleigh, Sir Walter, 50 
Rayon, 584, 871, 872 

Reciprocity tieaties, 245, 322, 359, 570, 572, 575 
(See also Navigation Acts, American) 
RtHilamation Act, 464 
Reconstruction, 446, 711, 718 
Reconstruction Finance Corporation, 687 
Red Star Line, 352 
Redemptioner, 63, 248 
Reed, Joseph, quoted, 184 
Reformation, 37, 40, 4 1 42, 35 
Refrigeration, 812, 85G, 869 
in transport, 415, 479, 534, 640, 812, 856, 870 
(See also Ice) 

Rehef of Debtors Act, 486 
Renaissance, 37, 41 

Representative government, in colonies, 147-149 
after 1775, 187, 394-396, 711-712, 718 
Republican (Democratic) party, 203, 210, 230 
Republican party, 252, 401, 571, 572, 576, 576, 605, 
668, 699, 717, 832 
Repudiation, 253, 386, 398, 721 
Reserve cities, 672 
Resettlement Administration, 526 
Resumption Act, 665, 706, 700 
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Revolution, American, causes of, 167-170 
coat of. 182, 185 
financing of, 177-180 
reactions of, 186-188, 232 
resources for, 171-173 
Rice growing, 75, 128, 222, 299, 303, 534 
River and harbor improvements, 277, 491, 725 
Roads, 108-100, 218, 273-274, 494, 730, 776, 849, 
861 

Robinson-Patman Act, 566 
Rockefeller, J. D , 875 
Rooky Mountain Fur Company, 310 
Roosevelt, F D., 616, 687, 717, 790, 796, 797, 80), 
806, 811, 812, 815, 826. 829, 907 
Roosevelt, Theodore, 466, 564, 716 
Royal African Company, 116, 121 
Rubber, synthetic, 806 
vulcanization, 858 
Rule of 1756, 203 
Rum manufacture, 96, 159 
Rural Electrification Administration, 517, 526 
Russell, Majors, and Waddell, 288 
Russia, 40, 243, 264, 414, 422, 452, 781, 838 
in First World War, 741 

in Second World War. 796, 797, 803, 810, 819, 820 
Rye, 76, 296, 534 

S 

Safety Fund Banking System, 375 
St. Lawrence River, 245, 322, 492, 657 
St. Louis, 215, 263, 345, 476, 483, 632, 672 
San Francisco, 267, 268, 345, 360, 628, 632, 638, 657 
Santa Fe, 41, 264, 345 
Santa Fe trail, 265, 345 
Savings banks, 379, 677, 680 
Scandinavia, 243, 422, 779, 8.38 
Scandinavians, 334, 452, 474 
Science and economic progress, 234, 405, 412, 551, 
552, 698, 734, 818, 884, 907, 909 
Scientific management, 559, 593, 606, 734 
Scioto Company, 216 
Scotch-Irish, 55, 66, 99, 257 
immigration, 66, 99, 248 
Seamen’s Act, 645 
Secession, 430, 447 

threats of, 200, 206, 225, 230, 430, 447, 737 
Sectionalism, economic, 200, 409, 440, 702, 737, 903 
Securities and Exchange Commission, 556, 694, 702, 
790, 824 

Security marketing, 691-693 
Selective Training and Service Act, 797, 830 
Seven Years’ War, reactions of, 63, 158 
Sewing machine, 314, 858 
Shays’ Rebellion, 192 

Sheep raising. 76, 222, 292, 296, 297, 300, 535 
Shenandoah Valley, 66, 109 
Sherman Antitrust Act, 564, 716 
Sherman Silver Act, 668, 706 
Ship building, in colonies, 89, 94, 122 
to 1860, 351, 355 

after 1860, 640, 643, 644, 646, 647, 752-753, 800, 
807-808 

(See aleo Navigation Acts) 


Ship Purchase Act (aee Shipping Board Act) 

Ship Registry Act, 645 

Ship subsidies, 352, 645-648, 790, 838 

Ship Warrants Act, 808 

Shipping Board, 666, 647, 752-753, 792 

Shipping Board Act, 566, 641, 646 

Shipping Control Committee, 753 

Siberian Railroad, 424 

Silk culture, 75, 317 

Silk manufacture, 317, 584 

Silver production, 138, 244, 364, 470, 546-547; 665 
Silver Purchase Act, 783, 784 
Skidmore, Thomas, 339 
Slater, Samuel, 223 

Slaughtering industry (see Packing industry) 

Slave trade, 116-117, 128, 214, 243, 247, 304 
domestic, 304 

Slavery, abolition moves, 187, 215, 232, 432, 885, 
901 

and agriculture of South, 78, 302-305 
and Civil War, 430-431 
in colonies, 66, 99-100 
and Constitution, 194, 197 
economics of, 302-305 
reactions on South, 250, 260, 270, 306-.306 
Slaves, food and clothing, 847, 857, 859 
number, 66, 67, 100, 247, 304 
ownership of, 306 
price of, 100, 304 
Sleeping cars, 479 
Smith, Adam, 190, 406 
Smith, .Toseph, 266 
Smith-Hughes Act, 623 
Smith-Lever Extension Act, 503 
Smithsonian Institution, 862 
Smuggling in colonies, 124, 125, 163 
Social control, 714-717, 908-910 
causes of mistakes in, 904-908 
and economic history, 8-10, 22 

(See also Governmental activities; Latsaez 
faire) 

Social sciences, 406, 734 
Social Security Act, 624-626, 788, 876 
Socialism and socialists, 235, 414, 610, 614, 616, 
716 

Socialist Labor party, 610 

Soil Conservation and Domestic Allotment Act, 
523, 524, 525 
Soo Canal, 276, 490 

South, agriculture of, 75, 70, 220-222, 298-302, 
437, 539 

land disposal, 73 

local government in, 73, 150, 397 

lumbering in, 548 

manufacturing in, 315, 320, 431, 433, 573, 586 
railroads. 283, 286, 481 

settlement of, 56-57, 60, 61, 64-66, 69-70, 214- 
215, 260-261 
and tariff, 323, 570, 573 
trade of, 126, 127, 128, 130, 349, 636 
(See aleo Slavery; Slaves) 

South Africa, gold production, 546, 671, 707 
(See aleo Cape Colony) 
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South Sea Company, IIG 
Southern Education Fund, 863, 875 
Southern Paoifio Railroad, 465, 466, 480, 483 
Soybean, 534 

Spain, coins of, in colonies, 138-139 
colonial policy of, 44, 114, 124, 180, 244 ' 

colonies of, 41, 52, 53, 115, 185, 205-206, 244 
economic development of, 43, 52, 243, 422 
and Indians, 63 
and Revolution, 174, 185 
and slave trade, 116 
war with, 460, 725 
Spanish trail, 265 
Sports, 851, 864-865, 878 
Sprague, O. M. W., quoted, 708 
Squatter sovereignty, 250 
Stages, 217, 288 
Stamp Act, 159, 161, 162 
Stamp Congress, 161 

Standard of living, advance by pei iods, 842-886 
defined, 842 

and expenditures of government, 333, 730, 875, 
885,904 

factors determining, 15-19, 68 
gains summarised, 884-885 
of Indians, 31-33 

international comparisons, 333, 885-886 
Standard Oil Company, 545, 561, 562 
Stanton, E. M., 439 
Staple Act, 122 

State and industry (aee Go\ciiuneiifal activities) 
States* rights, 200, 400, 430, 434 
Steagall Amendment, 811 
Steamboats, 277-278, 350 -351, 640, 644 
Stewart, A. T., 347 
Stiegel glass works, 92 
Stock exchanges, to 1860, 373, 388 
after 1860, 556, 693-694, 736, 790 
Ixindon, 48 

(See also New York Stock Exchange) 
Stockpiling acts, 798, 830 
Stoves, 318, 844, 854, 869 
Strikes, to 1860, 105, 338, 342 
after 1860, 446, 609, 611-616, 704, 706, 754, 799, 
815, 833 

(See also I^bor movement) 

Suez Canal, 423, 490, 493 
Suffolk Bank, 374-375 
Suffrage (see Franchise rights) 

Sugar, beet, 240, 244, 418, 420, 533 
consumption of, 846, 857, 870 
production of, 221, 299, 533 
trade of West Indies, 115, 122-123, 244 

(See also West Indies) 

Sugar Act of 1764, 159, 161, 162 
Sugar acts of 1934 and 1937, 525, 811 
Sugar Equalization Board, 749 
Sulphur, 547, 733 

Supply Priorities and Allocation Board, COO 
Supreme Economic Council, 756 
Swampland grants, 254, 465 
Swedes, 59 


T 

Tableware, 844, 845, 855, 869 
Taft, W. H., 564, 575, 716 
Taft-Hartley Labor Management Relations Act, 
834-835 

Tammany Hall, 340, 395 
Taney, R. B., 401 

Tariff, acts, to 1860, 209, 226, 320-322 
after 1860. 439, 440, 569-578 
(See also Reciprocity treaties; Trade Agree- 
ments Act) 

arguments over, 323-325, 674-577 
in colonies, 119-120, 153 
in ContederatL 190 
criticism of, 580-581, 905 
war’s effects on, 907 
Tariff Board, 575, 676 
lunff Commission of 1882, 570 
Tanft Commission of 1916, 576, 577, 578, 580 
I'ausMg, F. W., quoted, 577, 584 
Taxation, in colonies, 152-153 
1775-1789, 178-179, 192-193 
in Confederacy, 435-437 
and CoMtitution, 196-197 
federal, to 1860, 209-210, 226-227, 401-404 
after 1860, 439-443. 724-728, 760^761, 821- 
823, 874 

state and local, to 1860, 398-400 
after 1860, 443, 722-723, 874 
Taxes, corporation, 398, 726, 760-761, 822 
(See also Income tax) 
gasoline, 723, 728 

general property, 152, 398, 399, 400, 722, 723, 728 
incidence of, 730-731 

income, 440, 575, 576, 723, 720, 728, 760, 801, 
821-822, 836 

inheritance and estate, 723, 725, 728, 760, 836 
internal revenue, 209-210, 226-227, 435, 440, 
724-728, 760-761, 801, 821-822 
sales, 723. 836 
Taylor Grazing Act, 467 
Tea, British duties on, 162, 163, 164-165 
consumption of, 846, 857, 870 
Tea Party, 165 
Telegraph, 289, 348, 496, 751 
Telephone, 497, 751 
Television, 870 

Temperance movement, 867, 865, 870, 901 
Tenancy, farm (see Farm tenancy) 

Tenement houses, 853, 867 
Tennessee Valley Authority, 492 
Territory, acquisitions of, 206, 249, 460 
Texas, 249, 260, 480 
Texas Alliance, 507 
Texas and Pacific Railroad, 480 
Theatre, 851, 864, 877 
Thomas Amendment, 752, 783 
Timber and Stone Act, 463 
Timber Culture Act, 463 
Tobacco raising, in colonies, 57, 76, 123 
since 1775, 222, 298-290, 307, 534 
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Tonnage duties, 120, 153, 190, 353 
(See also Navigation Acts) 

Tories, colonial, 173, 178, 183, 187, 244 
Townshend Acts, 162-163 
Trade, domestic, in colonies, 108, 110-112, 155 
1790-1815, 219-220, 227, 232 
1816-1860, 344-349 
after 1860, 636-638 
costs of, 633-636 
direction of, 348-349, 636-638 
function of, 107-108 

organization of, 112-113, 344-348, 627-635 
(See also Foreign trade) 

Trade Agreements Act, 678-579, 650, 840 
Trade associations, 563, 566, 632, 636 
Trade unions (see Labor movement) 

Trading companies, 43-44, 56-59, GO, 121 
Trading with the Enemy Act, 751 
Transportation, in colonies, 108-100, 175 
to 1860, 217-218, 273-288 
after 1860, 478-406, 807 
(See also Merchant marine) 

Transportation Act, 483, 486, 566 
Travel, 851, 864, 877-878 
Traveling salesmen, 346, 631 
Treasury Notes of 1890, 668, 706 
Tremont House, 854 
Tripoli, war with, 204 
Trollope, Anthony, quoted, 864 
Truman, H. S„ 832, 833, 834, 836 
Truman Senate Committee, 827 
Trust companies, 379-380, 679-680 
Trusts (see Combinations and trusts; Pooling agree- 
ments) 

Turnpikes, 218, 273 

(See also National Turnpike) 

Twentieth Century Fund, 633, 731 
Typographical union, 343 

U 

Unemployment, 384, 386, 605, 616, 706, 780, 792, 
703, 799, 814, 829, 830 
Union Paci6o Railroad, 465, 470, 479, 483 
United Mine Workers, 613, 614, 617, 815, 833 
United Nations, 803, 807 
United Nations Charter, 829 
United Nations Relief and Rehabilitation Adminis- 
tration, 804, 829, 839 

United States Bank, First, 211-212, 224, 225, 228, 
229 

Second, 367-370, 384, 386 
United States Emergency Fleet Corporation, 752- 
753 

United States Employment Service, 623, 754 
United States Housing Authority, 695 
United States Maritime Commission, 647 
United States Public Health Service, 873 
United States Steel Corporation, 559, 562, 639 
Urban population, 70, 261, 474-470 
Usury laws (see Interest) 

Utrecht, Treaty of, 53, 116, 124 


Vaccination, 861 
Valley Forge, 177 
Vanderbilt, Cornelius, 879 
Vanderbilt, W. H., quoted, 716 
Vasco da Gama, 41 
Vassar, Matthei^, 863 
Vergennes, Comte de, 174 
Versailles, Treaty of, 1783, 185 
Victory Loan, 761 

W 

Wabash Canal, 276 
Wadsworth Atlienaeum, 862 
Wages, in colonies, 85, 103-104, 852 
to 1860, 188, 332-333, 866 
after 1860, 446, 600-603, 771, 780, 816 818, 834, 
892-893 

regulation of, 104, 180, 622, 789, 816-817, 832- 
833, 

Wagner-Peyser Act, 623 
Wallace, H. A., 522 

Walsh-Healey Public Contracts Act, 621 
Waltham factory system, 223, 314, 316 
War, devastation of, 135, 438, 700, 758 
and distribution of wealth, 187, 438, 444, 446, 

766- 767, 828 

economic problems of, 171, 739-740, 742-743, 

767- 768, 794 

mechanization of, 50, 739, 742, 758, 768, 794 
and social planning, 767-769, 907 
War Finance Corporation, 762 
War Food Administration, 810 
War Industries Board, 744, 745-748, 750 
Conservation Division, 747 
Industrial Inventory Section, 747 
Price Fixing Committee, 748 
Priorities Board, 746 
Requirements Divisions, 746 
Resources and Conversion Section, 747 
War Service Committee, 746 
War Labor Board, 815, 816, 817 
War Labor Conference Board, 755 
War Labor Disputes Act, 815 
War Labor Policies Board, 755 
War Manpower Commission, 813, 814 
War Policies Committee, 795 
War Production Administration, 804-807, 829 
War Risk Insurance Act, 645 
War Risk Insurance Bureau, 763 
War Shipping Administration, 808 
War Trade Board, 761 
Warehousing, 631 

Washington, George, 178, 203, 843, 851, 852 
and army, 172 

quoted, 174, 176, 177, 184, 193 
Watauga, 69, 109 

Waterways, coastal, 108, 174, 434, 492, 496, 642, 
809 

inland, 490-492, 495, 809 
Wealth, national, 391, 431, 758. 887-883 
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“Wealth of Nations, The,” 190, 406 
Weather Buieau, 502 
Webb Export Combination Act, 566, 639 
Webster, Daniel, 265 
Weeks Act, 466 
Welland Canal, 276 
Welles, Gideon, 439 
Wells Fargo Express Company, 288 
West, influence of, to 1860, 246, 270-272, 333-334, 
395-396 

after 1860, 427-428, 448 
settlement of (see WestMvaid movement) 

West Indies, to 1775, 53, 54, 114-115 
after 1775, 244 

Biitish, to 1775, 54, 115, 122, 125, 126, 167 
after 1775, 189, 244, 354 
French, 115, 123, 125, 189, 244 
tiade ^Mth, to 1775, 115, 125, 126-130, 132. 138 
after 1775, 175, 188-189, 202-203, 359, 361 
Western and Atlantic Raili lad, 281 
Western civilization, 36 
ideals of, 3, 5, 459 
Western federation of Muieis, 613 
Western lands cession, 180 
Western f’t>cific Railroad, 481 
extern R« serve, 215 

Westward movement, to 181), (56, 60, 1.'8, 20", 
214-M5 

alter 1815, 256-261, 261 169. 428, 170-474 
Whaling, 10, 309 


Wheat raising, to 1860, 76, 296-298, 300, 307 
after 1860, 432, 531 
Wheeler-Lca Act, 567 
Whig party, 322, 386 
Whisky Rebellion, 210 
Whitney, Eh, 220, 318 
Wild game, 29, 81 
Wilderness Road, 109, 214 
Williams, Roger, 59 
Wilson, Woodrow, 575, 614, 676, 717 
Wolman, Leo, 618 

Women and children in industry, to 1860, 101, 102, 
328, 334-336 

after 1860, 591-592, 754, 814, 829 
legislation concerning, 331, 341, o25, 621-622 
Women’s suffrage, 395, 71 1-712 
Wof 1 manufacture, 88, 313, 315-316, 584 
Woik, .’.pirit of, 100- 101, 327-328. 590, 863, S97 
W'tikingmen’s party. 3.38 
Woik Projeets Adininistiation, 785, 793 
W ight, Frances, 339 
Wright, Orville and Wilbur, 494 
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V'>ung highnm, 266 
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